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Introduction

The history of the bull speculation in cotton of
1903 will never be fully written, because, though
the men who influenced it are very interesting,
their operations are interwoven with bloodless
statistics and tiresome technicalities.
—Edwin Leféevre, Saturday Evening Post, August 29, 1903

HIS BOOK IS AN ATTEMPT to prove the business journalist

Edwin Lefévre wrong. There are indeed bloodless statistics in

this story, and technicalities that could glaze even the most
attentive of eyes, but still the history of cotton futures trading at
the beginning of the twentieth century is an exciting one. It fea-
tures dramatic commercial confrontations where millions of dollars
were made and lost in a day. It contains corruption, intrigue, and
the abuse of power at the highest levels of government. It is a story
of men and their wives, of the social ties that link people together
and the networks they create. It is also a story of conflict. Grand bat-
tles in the marketplace determined the results of long campaigns,
nourished by careful logistics and the supply chains connected by
the associations necessary to support the contest. It is an economic
drama, enacted on stages from cotton fields and country stores to
the cotton exchanges of New Orleans, New York, and Liverpool
and the boardrooms of banks. It is a tale of prices and transactions
around the rings of trade.

Every history book is of its time. In the second decade of the
twenty-first century, as we write this book, many Americans feel they
are subject to economic forces beyond their control. Rich and pow-
erful men trade complex financial instruments and gain fabulous
wealth, while average people struggle to get by. Critics of today’s
economy compare it to the rampant inequality of the late nine-
teenth century when robber barons could manipulate the economy
to their own benefit. Other critics object to the remedies that were
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applied in the early twentieth century, finding government regula-
tion of markets anathema and insisting that markets work best when
governed least.

This history challenges both of these facile views of the past.
There are indeed some men in these pages who became very rich
by using shady financial practices that impoverished the masses, but
there are also men who used the markets to become very rich in a
way that happened to help many others in the process. The problem
is not the rich men, but the means by which they got their wealth.
Cheaters prospered, but so did honest transactors. Left to its own
devices, the market had become increasingly corrupt and increas-
ingly inefficient. Institutionalized practices prevented prices from
accurately reflecting the relationship between supply and demand.'
The market—in this case the cotton futures market—worked better
when placed under federal regulation.

This story has a hero: William Perry Brown. Born in rural
Mississippi, Brown was smart, confident, and hard-working. These
traits carried him to New Orleans and made his fortune, along
with his reputation as “about the coolest man on the exchange
floor.”* This story also has villains—unscrupulous cotton brokers in
New York who lied to poor farmers so they could buy cheaply the cot-
ton watered with the farmers’ sweat, rogues who stole information
and cheated the market, corrupt politicians who traded favors for
their friends and abused their power.

The Cotton Kings offers some challenges to received wisdom.
Ronald Reagan’s assertion that “government is the problem” has
echoed through American culture of the late twentieth and early
twenty-first centuries. By contrast, this story argues that regulation
works—that the job of markets is not simply to make money for indi-
vidual participants but to make prices reflect supply and demand,
and that rules need to be applied equally to all participants for this
to happen. Self-regulation by market participants may be corrupted
when some hold more power than others, which often happens. The
specific examples of self-regulation and its failures explored here are
cotton exchanges, which began as private institutions designed to
facilitate business transactions. For a while, they improved the mar-
ket’s efficiency. But as the economic conditions that brought them
into being changed, the New York Cotton Exchange (NYCE) altered
its practices to protect the vested interests of its members, and these
changes undermined the efficiency of the market. The brokers of
the NYCE thrived on price volatility that sunk well-run firms. They
pushed the price of cotton down relentlessly, immiserating millions
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and skewing the nation’s regional distribution of wealth. Part of the
reason that the South was the nation’s number one economic prob-
lem by the 1930s was that the NYCE had for decades cheated its cot-
ton farmers of a fair return on what they produced.

The Origins of Cotton Futures Trading

Before the Civil War cotton was the nation’s major export, equal-
ing in value all other exports combined, but the system for market-
ing it was remarkably old-fashioned. Cotton factors, based in the
major port cities of the South, handled most business transactions
for planters. The planters sent their cotton to the factors, and the
factors found the best place and time to sell it, earning a commis-
sion, usually 2.5%, on the sale of the planter’s cotton. Factors also
bought plantation supplies—food, bagging, tools, shoes, clothing,
and so on—and forwarded them on to the planters, taking another
commission from these transactions. These relations between plant-
ers and factors were remarkably informal, with few written contracts
and surprisingly few legal disputes; the system worked because of the
mutual trust developed between individual planters and individual
factors over time.” That arrangement did not survive the Civil War,
however; the role credit played in cotton production and marketing
changed. The collateral for an advance before the war was often a
planter’s slaves, who could be sold quite easily if necessary. Once
slaves were no longer available as collateral a new basis for advanc-
ing planters supplies and money was needed, and, after a period of
experimentation, this replacement was the crop lien. Lenders could
advance supplies secure in the knowledge that they had first claim
on the growing crop. The lender became not a distant factor but
a local storekeeper, whose chain of credit ultimately reached Wall
Street.*

The system that replaced the antebellum factors was shaped
directly by wartime practices. Textile manufacturers in the North
had needed steady supplies of cotton to fulfill government contracts,
but with the cotton supply from the South disrupted, they had been
reluctant to take on the risk themselves. An opening was created
for traders who could find ways to buy cotton when and where it
became available and arrange to deliver it to those who spun it when
they needed it. These traders were not factors, with long-established
relationships with both growers and spinners, but cotton brokers.”
These independent dealers were poised to become central to the
cotton trade in the coming decades.
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The rise of cotton brokers phased out the personalized nature
of the antebellum cotton trade. Technological change furthered
this process by overcoming the obstacles of distance and time. In
1866 the transatlantic cable made it possible to communicate imme-
diately between America, where most of the world’s cotton was pro-
duced, and Britain, where most of the world’s cotton was spun. With
this technological improvement, price information could for the first
time travel to the most important cotton market—Liverpool—much
more quickly than the goods themselves. What had been contracts
for the future delivery of actual goods became futures trading, a
trade in information and risk.® Improved communication had an
equally profound effect on the cotton trade within the United States.
When conditions or events affected the crop, they could be known
instantly in the regional exchanges where cotton was bought and
sold but also in the two key American cotton exchanges, New York
and New Orleans.

Futures trading can be fiendishly complex, but it rests on simple
ideas. A spot transaction is one in which the buyer and seller execute
a trade on the spot—money changes hands and ownership of the
cotton transfers from seller to buyer. Spot trading deals in particu-
lar lots of cotton—these specific bales of a particular grade. Futures
contracts, on the other hand, are binding contracts that are agreed
on at one time and executed at a specified time in the future. Under
the rules of the cotton exchanges a buyer has an absolute right to
demand his cotton on that date, and likewise the seller has an abso-
lute right to demand his money. Brokers are free, of course, to sell
a contract and transfer that obligation to another party. The buyer
and seller are also free to cancel a contract, usually with some money
changing hands, but only if both parties agree. A futures contract
does not deal with a particular bale of cotton—it may well be entered
into before the cotton is planted—but rather it gives the buyer the
contractual right (and obligation) to buy a certain quantity of cot-
ton at a certain price and gives the seller the contractual right (and
obligation) to sell a certain quantity of cotton at a certain price.

Very few futures contracts were made in expectation of actual
delivery, but rather in the expectation of closing the contract in
exchange for a payment, rather than cotton. If the cost of spot cot-
ton on tender day—the day a contract for delivery came due—were
higher than the contract, then the seller owed the buyer the differ-
ence; if the price were lower, then the reverse. This meant that futures
contracts were a device that allowed every transactor’s assessment of
the future supply and demand for the commodity to influence the
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price of the contracts. They allowed information from a wide range
of sources to shape the price of the goods. Yet it was the contractual
right and obligation of delivery that tethered those guesses to the
real world of commerce in actual goods and made the information
about the future state of the market a valuable good in its own right.’
It may seem self-evident, but futures trading allows traders at every
stage of the production of cotton and cotton goods to plan for the
future. No amount of planning can completely avoid the unpleasant
effects of unknowable future events, but futures trading cushions
those effects and reduces price volatility.

Prices and Places

In the period this story covers it was commonly understood that cer-
tain markets “set prices,” but which market—Liverpool, New York, or
New Orleans—would set the price of cotton? Liverpool, for example,
was for a long time considered the price-setter for cotton. So much
demand emerged there, seeking its supply, thatit was the place where
a price would rise or sink depending on variations in that demand
and how much supply was available to meet it. In contrast to the
market at Liverpool, a country storekeeper might buy cotton from a
dozen tenant farmers on the land of two planters: there both buyer
and seller, storekeeper and farmer, had little influence on the price
and had to settle on a price made far away. Compare those transac-
tors to the largest group of cotton mills in the world, their capac-
ity and their prediction of what their customers needed in the way
of finished goods. Because they consumed so much of the world’s
cotton, the cotton mills’ demand and their perceptions of supply
would shape the price in ways that would filter down to the country
store. If a Lancashire mill closed due to labor unrest, demand for
raw materials dropped, and so did the price. Liverpool was the site
of the cotton exchange through which most of the world’s cotton
flowed, headed toward those mills in Lancashire. To the people of
the period, supply and demand at Liverpool self-evidently set the
price of the staple.®

Nowadays the concept of the price-setter has been battered.
Economists now argue that the invisible and inexorable workings of
the market influence prices wherever trades occur—the exact same
forces affect the price at the country store where the farmer sells his
crops as on the cotton exchange in Liverpool. However, in the late
nineteenth century this spread-out price situation may have been
true in the abstract, but was not true in practice. Information about
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demand from the mills of Lancashire filtered through their orders
for raw materials in Liverpool, and information from Liverpool had
to physically reach New Orleans for it to have an influence on the
price there. Likewise, information had to reach the country store
if the merchant and the farmer were to know the value of the com-
modity one had produced and the other wished to market. That
physical arrival of information became possible with telegraphy and
the transatlantic cable, though information about the market for
cotton was something that could be manipulated—and, with it, the
price of the good.

Futures trading not only allowed people to plan ahead and ease
the impact of price volatility, but it also communicated information
about prices, and indicated the market’s prediction of supply and
demand in future months. A lower price in the future indicated
that the value was dropping, and better to avoid buying expensively
now in the spot market when you could buy more cheaply what you
needed later. Without buyers, the spot price dropped. In this way
future prices shaped spot prices. Information about the future price,
developed in the markets where exchange members traded futures,
influenced the prices of spot transactions at country stores across
the South. Cotton farmers were subject to economic forces beyond
their control. They begrudged middlemen the money made by trad-
ing the goods produced on the farm, and they resented the fact that
prices made far away and for future delivery structured the prices for
goods they sold at the local store.

The Threat to Futures Trading

Farmers therefore fought against futures trading, because they
usually did not understand how it helped them and understood
all too well how it hurt them. In Germany, for example, futures
trading was banned outright from 1896 to 1908.° In 1890 an Ohio
Republican in the House of Representatives, Ben Butterworth, intro-
duced a bill that aimed to satisfy agrarian interests by eliminating
altogether the speculation in agricultural commodities." For sev-
eral years Americans had seen markets for agricultural products,
especially wheat, influenced not by the old-fashioned laws of supply
and demand but by the manipulations of traders who never actually
saw a bushel of wheat, a pork belly, or a bale of cotton. In Chicago,
speculation in the future price of wheat had become particularly
dissociated from actual delivery of the grain, and around the coun-
try would-be traders placed bets on future prices in bucket shops,
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where anyone could walk in off the street with no intention of actual
delivery."" Agrarian interests such as the Farmers’ Alliance thought
the Butterworth Bill would prevent speculators with no interest in
the land or its products from gambling with agricultural commodi-
ties they did not actually own, just for the sake of making a profit on
shifting commodity prices.

Those who actually dealt in futures contracts saw things dif-
ferently. Getting rid of all futures trading, as the Butterworth Bill
set out to do, would destroy the agricultural economy, they argued,
especially where farmers depended on credit from year to year. The
law meant that if a merchant or banker gave a farmer an advance on
the future delivery of his crop—as had been standard practice—that
would still be legal, since the farmer of the growing crop would have
the right to sell it for future delivery. However, the transaction would
stop there, with the local banker or merchant unable to sell that
contract on. He would have to wait until the crop was harvested to
get his money."” Rather than empowering the farmer, the bill’s oppo-
nents argued, the Butterworth Bill would “crush out the small deal-
ers and place the farmer at the mercy of the large capitalist, who can
buy cash grain; but they will buy at such a price that they can hold it
until Gabriel blows his horn without sustaining a loss.”* That price
would be low—Ilower than the price of future deliveries, according
to this analysis, and almost always less than the products could bring
around the world, since futures trading was an important mecha-
nism for conveying information and setting prices in multiple and
far-flung locations."

Besides, observers pointed out, banning futures trading
would prove especially damaging to southern cotton farmers, who
depended on crop liens more than midwestern grain farmers. Unlike
future contracts for grain, which were mostly traded in Chicago, cot-
ton futures were a global business. Banning their use in the United
States would only mean that the major cotton markets of Europe
(Liverpool, Bremen, and Le Havre), unimpeded by American laws,
would take over. Since more cotton farmers would have to sell as
their crop came to market between September and December, the
European buyers could push the price as low as they liked."” As the
editor of the New Orleans Daily Picayune wrote, “If Western farmers
desire to try dangerous experiments let them do so and welcome,
but cotton interests can well afford to leave well enough alone.”*

The Butterworth Bill did not become law, but it serves as a good
marker. The end of slavery and the systems of finance it had sup-
ported had temporarily devastated the American cotton trade, but
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by the last decade of the nineteenth century, southern farms were
producing more cotton than ever. All that cotton, however, had
brought poverty, not wealth, to those who grew it, and it was clear
that problems in cotton futures trading were somehow to blame for
that. Over the next twenty-five years many actors struggled over how
(or even whether) futures trading in cotton would be conducted and
how the cotton futures market would affect the supply, demand, and
price of cotton and thus the fates of millions.



CHAPTER 1

New Orleans and the Future
of the Cotton Trade

William P. Brown

AMERICA’S NATIONAL MYTHOLOGY HAS A special place for
the self-made man, the boy from the humble background who
overcomes adversity to not only survive, but to thrive, the person
who embodies the rags-to-riches story. This story is embedded just
as thoroughly in the stories of the New South. A region devas-
tated by war, with its economic foundation knocked away, had to
start over from scratch and reinvent itself. Within a few decades its
farms were producing more cotton than ever, its industrialists had
begun to challenge the dominance of New England’s textile mills,
and the region had found new ways to prosper—all on the basis
of hard work and good sense, without sacrificing that ineluctable
southern graciousness and gentility. Sometimes there is a man
who fits perfectly into his time and place, and William P. Brown
was such a man for the New South.!

The man who would ultimately control the world’s cotton sup-
ply began his life about as far from the action and the big city as
could be imagined. Eight days after Lincoln was elected president,
William Perry Brown was born in the community of Caledonia in
Lowndes County, Mississippi. Just north of Columbus and a couple
miles from the Alabama state line, Caldeonia was a fairly prosper-
ous plantation community on the Buttahatchee River. Brown’s



