Theme 1 – Price Elasticity of Supply
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Question:
· With reference to the information provided and your own knowledge, discuss whether the price elasticity of supply for cotton is likely to be inelastic or elastic. (10)








Originally: How is the price elasticity of supply for cotton likely to change over time? Discuss the impacting factors. (10)
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Extract 1 Rising cotton prices

The price of cotton more than doubled in 2010 after crops in China and Pakistan
were hit by floods. This was made worse by the Indian Government's ban on cotton

exports. World supply of cotton fell from 107 million bales in 2009 to 101 million

bales in 2010. A bale of cotton weighs 500 pounds and can make 1200 t-shits. Stocks

of cotton are at their lowest level for five years. At the same time, speculators have 5
bought up large quantities of cotton in the hope of making profits.

Farmers have responded to rising prices by devoting more land to cotton. In the right
conditions, cotton crops take 100 days to reach maturity. World supply is forecast to
increase to 117 milion bales in 2011.

Cotton is the most important textile for making clothing. However, demand for 10
synthetic materials is increasing as manufacturers look for alternatives.
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Extract 2 The impact of rising cotton prices on clothing retail stores.

Lord Wolfson, chief executive of retail clothing store Next, wared that the soaring
price of cotton could lead to clothing prices rising by almost 10%in 2011. The retailer,
has more than 500 stores and 2.6 million online and catalogue shoppers,
blamed ‘what appears to be a speculative bubble'for the expected price rises.

Lord Wolfson stated that ‘we have not seen clothing prices rise for nearly twenty s
years, 5o its going to be very difficult to know how consumers wil respond to a price
increase! Other stores such as Debenhams and Marks & Spencer also predicted higher
clothing prices in 2011. Previously, prices had been kept down by firms relocating
‘production faciltis to Asia.

Next's share price in November 2010 was more than 20% higher than in November 10
2009, This reflected a successful diversification into home furnishings such as

cushions, curtains and furniture. However, analyst Katharine Wynne, at Investec, cut

her full-year profit forecasts for Next from £560m to £542m and cancelled her‘buy’
recommendation on the retailer’s shares.

(Source: adapted from Next orecasts 10% ise i clothes prices;
Julia Finch, The Guardian, 4th November 2010 © Guardian News & Media Ltd 2010)

Extract3 Genetically modified (GM) cotton farming in India

The use of genetically modified cotton seed is widespread in India. Itis used to
prevent disease, increase crop yields and used to kill the pink bollworm, a mite which
eats cotton seed. However,in 2009, scientists found that the bollworm had developed
resistance to the modified version of the seed.

Consequently, the anticipated increase in crop yields has not materialised. However, B
the costs to farmers of buying and using GM seeds have increased - they require

‘more fertiliser and twice as much water compared to traditional seeds. Farmers are

not allowed to harvest seeds for the next crop but are forced to buy fresh supplies

from Monsanto, the producer of this GM seed. There is now a genuine fear of a lack of
bio-diversity resulting from the se of GM crops. 10
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If you answer Question 10 put a cross in this box [J .

10 The price of cotton

Figure 1: Cotton prices 2005-2011 (US cents per pound in weight)
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(Source: World Economic Outlook Database © 2011 International Monetary Fund)
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