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MANAGERIAL ECONOMICS

Demand and supply in the Textile industry

The textile industry was the largest foreign exchange earner in India. More than 38 million people are employed in textile industry in India. The new textiles policy and the process of economic liberalization in the 1990s, gave a boost to the textile industry. Export oriented units (EOUs) were set up after the liberalization of the Indian Economy.

The main market for Indian textiles is South-East Asia. In view of the growing market, big players like reliance industries, increased their capacities tremendously, and other small players entered the market. This resulted in excess supply over demand and falling prices. The South East Asian crisis, when the currencies of South East Asian currencies depreciated heavily, gave a further jolt to the textile industry. The revenues of the textile industry fell sharply. A fall in international demand, stagnant domestic market, and cost increases resulted in many small mills closing down their business. By 1997, 41 textile mills were closed. In the early 1990s, it went down to 1790 million square meters.

The ministry of textiles hired two economists to study the demand, supply and cost of production in the whole industry which includes mills, power looms and hand looms. They came to the conclusion that short run supply function for the industry is Q= 25+10P, and the domestic demand function is Q= 50 – 5P, the cost of production for the industry is Rs 2.5per meter.

The economists were of the opinion that the future of cotton textiles was bleak because of the increasing competition from synthetic textiles. Synthetic textiles were preferred by consumers because they were durable easy to maintain. To deal with the problems, the Government of India has taken several steps to help the cotton textile industry. To improve the quality and productivity of cotton, GOI has set up the Cotton Textile Mission (CTM), and the Technology Up gradation Fund (TUF) was set up, to help the textile industry to replace the obsolete technology, Even with all these measures, the economists feel that the demand for cotton textiles in the future will fall further, and the projected demand function is Q= 35 – 5P.

Answer all the questions:

1. With reference to the case, explain the market structure of the cotton textile industry.

2. How will the profits of the cotton industry be affected when demand falls from Q=50-5P to Q= 35-5P?

