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The challenge of 
resTrucTuring The 
TexTiles indusTry 

Processing, garmenting and powerlooms are still weak links  
in the textile value chain and yet to realise full potential. 

integration and modernisation is the 
need of the hour. 

The Technology of Upgradation 
Fund Scheme (TUFS), introduced 
in April 1999, has provided a fresh 
lease of life to the textile industry. It 
has helped to overcome technological 
obsolescence and create economies of 
scale. It has also helped in the transi-
tion from a quantitatively restricted 
textiles trade to a market-driven 
export regime. In its operational 

T
he Indian textiles and 
clothing industry has an 
overwhelming presence 
in the national economy. 
Apart from providing 

one of the basic necessities of life, 
the industry contributes about 14 
per cent to the country’s industrial 
production, 4 per cent to the GDP 
and 16.63 per cent to the export 
earnings. It is the second largest pro-
vider of employment after agricul-
ture. It provides direct employment 
to 33.17 million people and indirect 
employment to 54.85 million peo-
ple through allied sectors, totaling 
around 88 million. Thus, the growth 
and all-round development of this 
industry has a significant bearing on 
the economy. 

India has a dominant position in 
the world textile economy. It is the 
second largest producer of raw cot-
ton, second largest producer of cot-
ton yarn, second largest producer 
of cellulosic fibre/yarn, second larg-
est producer of silk, fourth largest 
producer of synthetic fibre/yarn 
and largest producer of jute. Also 
it boasts of the largest loomage and 
second highest spindlage. 

We have a strong multi-fibre raw 
material base, a vast pool of skilled 
workers, flexible production systems 
and dynamic entrepreneurial skills. 

helpful duty regime 
The growth of the industry in the 

last decade has been considerably 
more than in earlier decades, thanks 
to the liberal trade and economic 
policies initiated by the government 
in the 1990s. The fiscal duty struc-
ture has also influenced the growth 
and structure of the industry. His-
torically, the fiscal policies for the 
textile industry have always consid-
ered “small is beautiful” and con-
sequence is reflected in structural 
anomalies and the concentration of 
downstream segments of the indus-
try in the decentralised sector and 
decimation of the organised sector. 

The rationalisation of the duty 
structure has strengthened the 

organised sector, particularly the 
composite sector which has intrin-
sic strength in terms of economies 
of scale, higher productively, supe-
rior technology, integrated working 
and skilled workforce, and can pro-
duce superior-quality goods. In the 
competitive globalised scenario, the 
resurrection of the composite sec-
tor is of utmost importance if India 
has to emerge as a major player. A 
coordinated and focused approach to 

India lags much behind China in capacity build-up 
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life span of eight years up to March 
31, 2007, the scheme has propelled 
investment of more than Rs 86,000 
crore. The spinning and composite 
segments have derived the maxi-
mum benefit, whereas processing, 
garmenting, powerlooms and other 
segments are still weak links in the 
textile value chain and yet to realise 
their full potential. 

The government recognises the 
potential of garmenting, technical 
textiles and processing segments 
for their high value addition and 
employment generation capabilities 
and accords high priority to the de-
centralised powerlooms segment in 
the small and medium enterprises 
dominated textiles economy. 

Realising the importance of 
strengthening the industry’s com-
petitiveness in the globalised envi-
ronment and aiming at inclusive and 
equitable growth, the government 
has identified the textile industry as 
a thrust area and come out with a 
lot of proactive measures during the 
last three years that include the ex-
tension of the Technology Upgrada-
tion Fund Scheme over the Eleventh 
Plan period. 

sWoT analysis
Strengths. Strong cotton base, 

strong entrepreneurial class, flexibil-
ity in production of small order lots, 
presence of integrated companies 
(from concept to consumer), ability 
to handle value additions, embellish-
ments, etc, adequate labour supply 
at relatively competitive wages, good 
‘cultural’ comfort with the US and 

Europe, and growing domestic mar-
ket 

Weaknesses. Poor work prac-
tices resulting in higher labour cost 
component in spite of reasonably 
low labour costs, rigid government 
labour policy, anomalies in the duty 
structure of man-made fibres, high 
power cost, poor synthetic fibre base, 
technology obsolescence across the 
textile value chain except spinning 
sector, dependence on brokers and 
traders, lack of marketing skills and 
branding, highly fragmented struc-
ture of the weaving and processing 
sectors, and high internal transport 
costs due to insufficient infrastruc-
ture

Opportunities. Good political 
equation with the EU and the US, 
improvements in infrastructure and 
regulations, research and product 
development, buyers’ preference for 
India after China, and understand-
ing buyers’ need because of language 
advantage 

Threats. Sudden appreciation 
of rupee against the US dollar, trade 
blocks and partnerships and the 
exclusion of India, locational disad-
vantages like long transit time to 
key markets, pricing pressure fol-
lowing the opening up of quotas and 
enhanced competition from other 
countries similarly constrained by 
quotas. 

lag in spinning capacity 
With the shifting of textile 

manufacturing activities from the 
developed countries, Asian coun-
tries have emerged as the clothiers  

of the globe. 
The ICAC’s estimates show that 

in 2005, India’s share was just 10 per 
cent of the world cotton yarn pro-
duction of 25,000 million kg, while 
China accounted for 50 per cent. In 
chemical fibre yarn (including fila-
ment yarn) also, China had a 45 per 
cent share while India accounted for 
six per cent of the world production 
of 34,250 million kg. This clearly in-
dicates that China has made signifi-
cant progress in capacity build-up 
whereas India lagged much behind, 
in spite of having the second larg-
est spinning capacity. This calls for 
upgradation of the existing technol-
ogy and speedier capacity building 
not only to increase the capacity but 
also to retain its share in the global 
market. 

It may be recalled that there had 
been no capacity addition in India 
for almost five complete years since 
delicensing in 1991 because of the 
lopsided policies of the government. 
The spinning capacity increased 
from 26 million spindles and 19,300 
rotors in 1986 to 39.40 million spin-
dles and 6.03 lakh rotors as of Octo-
ber 2006—just an addition of 13.40 
million spindles and 5.84 lakh rotors 
over two decades. 

China, on the other hand, in-
creased its installed capacity of spin-
dles to 75 million and rotors to 1.41 
million in 2006 from 24 million spin-
dles and 1.25 lakh rotors in 1986. 

Pakistan too has increased its in-
stalled capacity at a faster rate than 
India. The country which had 4.5 
million spindles and 39,600 rotors in 
1986 increased its capacity to around 
11.9 million spindles and 2.04 lakh 
rotors in 2006. Similarly, Indonesia, 
which had an installed capacity of 
2.5 million spindles and 23,100 ro-
tors in 1986, increased its capacity 
base to 8 million spindles and 92,000 
rotors in 2006. 

low capacity mills 
The Indian spinning sector has 

been classified into organised (non-
SSI) and small-scale (SSI) sectors. 

Capital/additional	Machinery	requirement	
Sector	 Investment	required		 Additional	machines	required
	 (Rs	crore)	

Spinning	 55,000	 20	million	spindles
Weaving	 38,000	 134,592	shuttle-less	looms,	109,871	automatic	looms,		
	 	 43,699	semi-automatic	looms,	48,069	plain	looms	
Knitting	 10,000	 36,500	machines
Processing	 51,000	 468	process	houses	with	one	lakh	metre	per	day	capacity
Garmenting	 40,000	 2.7	million
Total		 194,000	 —
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The number of spinning mills in the 
organised sector increased to 1614 
(October 2006) from 1164 in 2003-
04—an addition of just 50 mills. 

This includes mills which gradu-
ated from the SSI sector. Around 1.5 
million spindles have been added 
since 2003-04. That is, this sector 
accounted for 35.5 million spindles 
in October 2006 (34 million in 2003-
04). The average size of a mill in this 
sector works out to 22,000 spindles 
only, whereas in China mills with 
five or seven million spindle capaci-
ties are common. Moreover, in to-
day’s environment, the economic 
size of a mill to face the stiff global 
competition is 50,000 spindles and 
not 10,000 spindles. 

During the same period, the 
number of mills in the SSI sector in-
creased by 116 to 1251 with an addi-
tion of 8.9 lakh spindles to 3.89 mil-
lion spindles. The average installed 
capacity in the SSI sector works out 
to just 3100 spindles. 

Weak links in value chain 
The textile value chain extends 

from raw material (fibres) to finished 
products (clothing and made-ups). 
Fibre manufacturing and spinning 
processes are strong, while weaving 
and processing are relatively weak 
segments. 

At the time of independence, the 
mill sector had a 75 per cent share 
of the total cloth production. Subse-
quently, restrictions were imposed 
on the weaving capacity of the mill 
sector. As a result, the weaving ca-
pacity of the organised mill sector 
stagnated for a number of years. 
Even after the removal of the restric-
tions in 1985, the capacity of the or-
ganised sector has been consistently 
declining. Between 1985 and 2006, 
the weaving capacity declined from 
2.10 lakh to 92,000 looms—a decline 
of over 50 per cent. 

Powerlooms upgrade 
The powerloom sector has been 

expanding steadily. The number of 

powerlooms increased from 15.99 
lakh in 1998-99 to 19.38 lakh by the 
end of 2006. Further, the technol-
ogy level of the sector, which used 
to be very low, has started improv-
ing. Efforts are on for progress of 
this sector. Cluster development 
programmes in identified clusters of 
powerlooms have also been initiated 
by the government organisation. 

In the last 2-3 years, more than 
20,000 shuttleless looms have been 
installed. Further, by taking advan-
tage of the 20 per cent capital sub-
sidy scheme under TUFS, weaving 
and weaving preparatory activities 
are being upgraded by the power-
loom sector. 

There is tremendous potential 
for knit products and global demand 
for the same is growing faster than 
for woven textiles. Increased use of 
knitted fabrics for fashion wear and 
household articles has opened up 
new vistas for this sector. 

The knitted segment has been 
dereserved from March 2005. Pro-
duction of this sector touched 10.297 
million sq.m in 2005-06. With the re-
moval of restrictions in investment 
due to de-reservation, investment is 
likely to go up. 

The processing stage is undoubt-
edly the most significant in the val-
ue chain of various textile products 
contributing to the essential user 

requirements of easy maintenance, 
colour fastness and also aesthetic 
value addition in terms of colours, 
motifs and designs. 

high-tech processing 
The value addition at this stage 

of production is maximum, often 
manifold; in the form of bio-fin-
ishes, various surface finishes such 
as peach finish, sand finish, raised 
finish or brush fabrics, coated, im-
pregnated fabrics, water repellents, 
fire retardants and anti-bacterial 
finish. In India also, many high-tech 
processing units have been set up in 
the recent past and many more are at 
the implementation stage. The gov-
ernment has approved additional 10 
per cent capital subsidy for specified 
processing machinery under TUFS 
from April 2005. Major deterrents 
for investment in processing are the 
stringent effluent discharge norms 
in certain major textile producing 
states. In some cases, the norms are 
even higher than in industrially de-
veloped countries. The high costs in-
volved do not provide a level-playing 
field for the processing industry in 
certain states. 

The clothing segment has gained 
prominence since the 1970s owing 
to the growth potential of apparel 
exports. It has grown into a gigantic 

ring	spindles	(short	staple)	installed	in	2003	and		
spindles	shipped	During	1995	to	2004

(million)
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industry spread across the country. 
Its growth rate has almost doubled 
over the last eight years and the 
knitted segment has grown faster 
than woven garments. The esti-
mated production of this industry is 
about 8000 million pieces. 

The country pines its hopes on 
this segment to drive the textile in-
dustry and trade. In spite of several 
problems, this segment has shown 
dynamism and achieved rapid 
growth in the last two decades. It has 
the potential for tremendous growth 
particularly in the global trade by 
broadbasing its market and product 
mix to overcome the hurdles created 
in its major markets, namely, the US 
and the EU. 

To provide the segment with 
world-class infrastructure facilities, 
the Scheme for Integrated Textile 
Parks (SITP) was launched. 

Modernisation,  
technology upgradation 

Substantial investments have 
been made in the state-of-the-art 
technology of compact spinning with 
over 1.2 million spindles already in 
place and much more in the pipeline. 
As of March 31, 2007, projects worth 
Rs 86,026 crore had been sanctioned 
under TUFS for technology upgra-
dation, expansion and greenfield 
projects. 

The Gherzi study on the vintage 

of Indian spinning and rotor capac-
ity has reported that only 27 per cent 
of the installed spindles and 31 per 
cent of rotors in the country are less 
than 10-year old. 

Country-wise percentage of ring 
spindles that are less than 10-year 
old are India-27 per cent, Bangla-
desh-67 per cent, Indonesia-17 per 
cent, Egypt-6 per cent, China-28 per 
cent, Pakistan-37 per cent and Viet-
nam-63 per cent. The percentage of 
open-end rotors that are less than 
10-year old are India-31 per cent, 
Bangladesh-57 per cent, Indonesia-
13 per cent, Egypt-5 per cent, China-
79 per cent, Pakistan-4 per cent and 
Vietnam-100 per cent. 

Clearly, there is need for clear-
ing the huge backlog. This can be 
achieved by continuous, rapid mod-
ernisation of the spinning sector in 
India. Rapid modernisation, technol-
ogy upgradation and capacity expan-
sion will achieve economies of scale 
in production. Realising the need 
for technology upgradation and ca-
pacity building, the government has 
extended TUFS for the entire Elev-
enth plan period. 

Vision 2012
The industry is expected to be-

come a market worth $110 billion 
(domestic household market poten-
tial of $60 billion and FOB value 
of exports at $50 billion) by 1212. 

To achieve this objective, as per a 
CRISIL study undertaken by the 
Confederation of Indian Textile In-
dustry (an apex body for the textile 
industry), the industry has increased 
the scale of operation, upgraded the 
technology and made additional in-
vestments in machinery. 

at crossroads 
Though the textile industry has 

been performing extremely well and 
fully gearing itself for capacity ex-
pansion, improving the scale of op-
eration and technology upgradation 
(doubling its investment year after 
year since 2003), its performance 
started declining drastically from 
April 2007 onwards. 

Currently, the industry is at cross-
roads due to the recent appreciation 
of the rupee against the US dollar, 
steep increase in bank interest rates, 
high cotton price and a sluggish local 
market. In Tamil Nadu, the frequent 
power shutdowns have added to the 
problem. This has stalled all new in-
vestments into capacity expansion, 
greenfield projects and technology 
upgradation across the textile value 
chain. 

At Tex Summit 2007, a conclave 
organised by the Ministry of Textiles, 
the various work groups submitted 
their recommendations to revive the 
industry from the turmoil and make 
globally competitive. 

The few sops provided for boost-
ing textile exports have not yielded 
the desired results as these are insig-
nificant when compared to the quan-
tum of loss incurred by the mills. It 
is essential to create a conducive 
environment to attract fresh invest-
ments to upgrade the technology and 
improve the scale of operation at the 
earliest, to sustain the competitive-
ness of the Indian textiles and cloth-
ing industry in the globalised envi-
ronment.                                          

Dr M.K. Radhakrishnan is a reader and 
head at Department of Commerce, while 
A. Sengottaiyan is a full-time Ph.D.  
research scholar at Sri Vasavi College, 
Erode 

The clothing segment has gained prominence since the 1970s


