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DISCREPANCIES IN OFFICIAL ESTIMATES OF
PRODUCTION AND EMPLOYMENT IN
TEXTILES AND CLOTHING SECTOR

Jatinder S Bedi
Institute of Applied Manpower Research, New Delhi

Central Statistical Organisation (CSO) in its revised series (base 1993-94) has
lowered its estimates of gross domestic product in textiles and garment industry (NIC
Code 23 to 26) for the year 1995-96 to Rs 26105 crore compared to its original
estimates of Rs 40016 crore (base 1980-81), both at current prices. This has resulted in
a decline in share of textile and garment industry in the country’s GDP to around 2.5
per cent compared to its share of 4 per cent in the original series for the year 1995-96.
This is mainly due to the fact that our knowledge about textile industry remains very
incomplete, despite its importance due to all indicators, whether income generation,
employment or exports. Textile Ministry and Textile Commissioner’s (Olfficial)
estimates of sector-wise production of fabrics for unorganised sectors are derived on
the basis of conversion rates of yarn to fabrics and mill yarn delivery to these sectors.
The conversion rates used, however, for these sectors are old and have little scientific
basis. The consequence is the peculiar outcome that official estimates of consumption
simply do not match the official data on supply. Absence of this basic balance between
overall supply and demand, and even greater uncertainty regarding sub-sector
breakdowns, plagues almost all existing discussion of structure and change in this
industry.

It is in this context that this article makes an attempt (o note the basic statistical
infirmities regarding the sector. An attempt is made to resolve this problem by working
out sector-wise and fibre-wise scientific conversion rates on the basis of which revised
estimates of production of fabrics are derived. The estimates of production of fabrics
derived thus are 19.5 per cent lower compared to official estimates of production of
Jabrics. Sector-wise comparison shows that around 41 per cent (234.5 Million. Kg) of
yarn packed in hank form during 1999-00, meant for consumption in the handloom
sector, was later rewound on the cones and then diverted to the powerloom sector.
inierestingly, the value added and employment estimates derived on the basis of sector-
wise revised estimates of production of fabrics broadly tally with CSO estimates of
value added and National Sample Survey (NSS) estimates of employment, respectively.
The difference in estimates derived in this study and CSO estimates could widen over
time, as the CSO estimates over time are based on the Index of Industrial Production
(IIP). IIP is based on Textile Commissioner’s data on production of fabrics, the
limitations of which are discussed in detail.

. BACKGROUND

Te)}ti[e and Clothing continue to occupy the status of India’s most important industry in terms
of income, employment and exports, despite significant industrial deepening over the last 50
Years. But unfortunately, our knowledge about this important industry remains very
'Ncomplete. A lot of literature is available on the structural changes in the textile and clothing
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industry, which throws an important light on the process through which economic reforms
have tried to modernise the textile and fabric industry. However, there exist certain
methodological gaps in many of the studies. One of the major limitations is that most of these
studies are based on official statistics on production of fabrics ignoring the accuracy of data
derived by official agencies. A large part of production remains in the unorganised sector, i.e,
carried out by powerlooms, handlooms and in small-scale garment manufacturing, data on
which are unreliable.

The main problem is that the Textile Ministry and Textile Commissioner’s (Official)
estimates of sector-wise production of fabrics for unorganised sectors are derived on the basis
of mill yarn delivery to these sectors and conversion rates of yarn to fabrics. The conversion
rates used, however, for these sectors are old and have little scientific basis. The consequence
is the peculiar outcome, that official estimates of consumption simply do not match the
official data on supply. Absence of this basic balance between overall supply and demand,
and even greater uncertainty regarding sub-sector breakdowns, plagues almost all existing
discussion of structure and change in this industry.

The limitations in basic data cause discrepancies at all levels in the derived data. The
estimates of CSO of value added in textiles and clothing sector over time are derived from
base year values on the basis of Index of Index Production (IIP). The IIP is based on Textile
Commissioner’s data on production of fabrics. This explains why CSO has to revise its
estimates of gross value added in this sector several times in recent past. The CSQ in its
revised series (base 1993-94) has lowered the estimates of gross domestic product in textiles
and garment industry (NIC Code 23 to 26) to Rs 26105 crore compared to its estimates of Rs
40016 crore (base 1980-81) for the year 1995-96, both at current prices. This has resulted in a
decline in the share of textile and garment industry in country’s GDP to around 2.5 per cent
compared to its share of 4 per cent in the original series for the year 1995-96.

An attempt has been made in this article to resolve the discrepancies between estimates of
sector-wise production of fabrics and consumption by working out revised estimates of
production on the basis of scientific conversion rates. The revised estimates of production of
fabrics derived in this study help us to prepare estimates of value added and employment
generated in textiles sector to make a comparison with the estimates of CSO and National
Sample Survey estimates. The estimates of production of fabrics derived thus are 19.5 per
cent lower compared to official estimates of production of fabrics. Sector-wise comparison
shows that around 41 per cent (234.5 Million Kg) of yarn packed in hank form during 1999-
00, meant for consumption in the handloom sector, was later rewound on the cones and was
diverted to the powerloom sector. Interestingly, the value added and employment estimates
derived on the basis of sector-wise revised estimates of production of fabrics broadly tally
with CSO (revised series) and NSS survey estimates of value added and employment,
respectively, but are significantly different from those prepared by the Ministry of Textiles.

With this background note in Section I, this article notes the basic statistical infirmities
regarding the sector in section II. Section III contains a review of literature. Section IV
deals with methodology used in this study to derive the estimates of production of fabrics
by developing conversion rates scientifically. Section V gives the estimates of the total
production of fabrics based on conversion rates derived in this study. These total estimates
of fabric’s production are then compared with official estimates of production and
consumption. The sector-wise comparison of production of fabrics and its consumption is
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undertaken in Section VI. On the basis of discrepancies in sector-wise estimates of
production and its consumption, an attempt is made to estimate the diversion of hank yarn
in Section VII. The estimates of sector-wise production of fabrics are further revised in
Section VIII, on the basis of hank yarn diversion. An attempt is then made in Section 1X, to
review the performance of various sectors on the basis of these estimates. In Section X and
Section X1, the value added and employment estimates are derived on the basis of these
revised estimates of production of fabrics. Section XII sums up the main findings of this
study.

II. DISCREPANCIES IN OFFICIAL DATA ON PRODUCTION OF FABRICS

The per capita availability of fabrics for domestic consumption grew at a rate of 3.88 per cent
per annum during 1990-91 to 1997-98 and is estimated at 30.98 sq. mts. during 1997-98. The
per capita availability is derived by the Textile Commissioner on an yearly basis by dividing
the difference in official production and estimates of exports of fabrics in the form of fabrics,
made-ups and garments by the mid year population. The comparison of availability of fabrics
with the aggregate household purchases published by the Market Research Wing, Textiles
Committee reveals that there is wide difference in these two estimates and the difference is
widening over the period of time. The difference is wider than what could be explained with
the help of consumer non-household purchases or carry over stocks. This clearly brings out
that something is wrong with either the statistics of fabrics of production or consumption. The
official estimates of consumption are based on regular consumer survey, while the estimates
of productjon of fabrics are derived on the basis of conversion rates, which are fixed long time
back and have little scientific basis. This calls for a total review of the methodology used for
estimating production of fabrics.

IIl. REVIEW OF LITERATURE

Scientific Conversion Rates

There exist several studies, which criticise the method adopted in official statistics to obtain
the estimates of production of fabrics in the decentralised sector. Misra (1993) argued that
official statistics on the production of woven fabrics hide as much as they reveal. Misra
argued that the calculation of conversion factors cannot be a one-time exercise but has to be
Continuously updated to take into account the changing composition and construction of the
fabrics woven.

ICRA, (1996) draft study on cotton sector was also critical of the official conversion
fates. Misra (1993) and ICRA (1996) tried to rework the conversion rates for various sectors
n .their studies. But there was a major snag in these studies. Though these studies clearly
Pointed out that changing composition and construction of the fabrics were important to work
Out the fabric’s weight, no attempt was made in thee studies to scientifically develop the
‘Ount-range wise conversion rates.

Therefore, it is important to make an attempt to scientifically derive conversion rates
aed on these parameters for different fibres and sectors independently in a detailed
dNalytical manner. These conversion rates of yarn to fabrics are then applied on the delivery
of yarn to these sectors to estimate the productiori. However, the method to work out the
Production of fabrics in each sector on the basis of delivery of yarn to various sectors also has
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a flaw, since it is believed that yarn packed in hank form is ultimately consumed in the
powerloom sector on a large scale.

Hank Yarn Diversion

Jain’s (1983) main thesis is that a large proportion of what is officially shown as handloom
production is infact produced on powerlooms'. Although there is a statutory obligation on the
mills to pack at least 50 per cent of the spun yarn produced in the hank form. The yarn wound
in hank form is called hank yarn and is meant for consumption in the handloom sector. The
reeling of yarn into hank imposes an additional cost, which the mills are usually not willing to
bear. Most mills do not comply with these regulations since it is uneconomical to do so. The
diversion of hank yarn to powerloom sector means that the hank yarn is either later rewound
in the cone form or the yarn wound in the cone form is unlawfully declared as hank yarn to
fulfil the obligations.

Keeping these issues in mind, this study first tried to estimate the production of fabrics in
each sector on the basis of delivery of yarn to various sectors. An attempt is made later to
estimate the extent of hank yarn diversion by using the sector-wise estimates of consumption
and production. The estimates of sector-wise production of fabrics are then revised on the
basis of this diversion. Based on these revised estimates of production of fabrics, the value
added and employment estimates in textiles, garments and tailoring segment is worked out in
this study.

The methodology adopted in this study is discussed in detail below.

IV. METHODOLOGY TO WORK OUT ESTIMATES OF PRODUCTION OF
FABRICS

The weight of woven fabrics for each variety is worked out by using following formula.
Weight of woven fabric in gms/sq. mt =

(Reeds X3937X1.06 X1000)+ (Picks X39.37X1.09X1000)
(1690X S, / Ply) (1690XS, / Ply)

..(0)

S, and S, are count of yarn used for fabric products; S, is warp count and S, weft count.
Warps are put first and are kept lose in length. Wefts are put later width wise. Number of ends
per inch of weft length is called reeds. Number of warp ends per inch of weft length is called
picks. The wefts require more yarn per sq. mt. (1.09) than warp (1.06).

The conversion rate is the inverse of weight of fabrics. Using this formula, the conversio?
rate of yarn from fabrics for main varieties of fabrics being produced from each count of yarm
is estimated. The data regarding major varieties of fabrics produced is obtained from
Ahmedabad Textile and Industry Research Association (ATIRA), 1984, fifteentl
comprehensive study (second part) on Inter-firm comparison. AITRA has published details
about various parameters (like reeds, picks and ply) for various varieties of fabrics prodtﬂ:ed
in 33 mills. Data in ATIRA report are collected through questionnaires.

These conversion rates for each variety are used to estimate the count-wise weighted
conversion rates of fabrics for different sectors. The weightage to each variety in a gives
count range is given according to the number of varieties being produced from a partlCular
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count. The conversion rate for powerloom sector for a given count is generally higher
compared to mill sector for the same count. This is because the variety of fabrics produced in
powertoom sector is such that reeds and picks woven are less dense compared to mill sector.
The fabrics produced from a given count composition in handloom sector is lighter even
compared to powerloom sector for fabrics produced from same count composition. The
conversion rate of fabrics also depend upon the variety of yarn such as cotton, polyester and
viscose and is also taken into account in this study.

The other details are also required to estimate the count range-wise weighted conversion
rates. Data on the main counts of yarn being consumed by various sectors are available from
South India Mills Association (SIMA), 1996. This along with weighted count wise
conversion rates for mill, powerloom, handloom and hosiery sector are used to estimate the
weighted count range-wise conversion rates for these sectors (Statements 1 to 5 of the annex).

V. TOTAL PRODUCTION OF FABRICS

The count range-wise conversion rates are then applied on the fibre-wise and sector-wise
count range-wise yarn consumption to find the count range-wise production of fabrics for
various fibres. The advantage of working count range-wise production of fabrics is that it
captures quality changes in the fabrics in addition to accuracy at aggregate level caused by
capturing variations at various count ranges. The results in Table 1 are presented for the
overall production and consumption of fabrics. The count range-wise estimates of production
of fabrics are not presented in this study, as it was beyond the scope of this study.

The total estimate of production is then compared with overall consumption in Column 2
of Table 3. The overall consumption of fabrics includes consumption of household, non-
household and exports sector. This is derived by working out fabrics equivalent square metre
consumption in the form of hosiery fabrics, fabrics in piece length, made-ups and garments
over time from available data in metres, pieces and rupees by using appropriate conversion
rates. Such data for exports are available from Textile Export Promotion Council, Garments
Export Entitlement Policy. The conversion rates for export data are obtained on the basis of
available information from Garments Export Entitlement Policy and Directorate General of
COmmercia]_Intel[igence & Statistics (DGCIS). The proportion of various kinds of goods
€Xported is available from DGCIS data. Household and non-household consumption data are
a\fa.iiable in metres and are converted into square metres by finding the average length of
various kinds of fabrics consumed in the household sector. Data on various varieties of fabrics
consumed in household sector is available from Textile Committee data on household sector.
A‘-’erage length of these products consumed in household sector is obtained from available
Information in Textile Export Promotion Council, Garments Export Entitlement Policy. In a
few Cases, where information is not available, experts’ opinion is also used. It is assumed that
:::Z Consumption pzfttem in the non—househo'ld sector is similar to the household sector and so
Consvei‘al_l conversion rates taken are same in both the sectors. Data for non-household sector

Umption are available only till the year 1993-94.

COnsEhe e.Stimates of producti_oq of fabrics derived are _compa.rable with the abO\‘fe estimates_of
Mption, but are much different than the official estimates of production of fabrics
Coglﬁmns- 1, 2 a.nci 5 of Table 1). ‘Thus either official estimates of production of fabrics or
Mption estimates are wrong. This is based on simple economic logic that demand and
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supply should match in the long run. Stocks cannot just go on accumulating. Why should one
go on producing a product, which has less demand in the market? The fact that the estimates
of production of fabrics derived by us are not much different than the estimates of
consumption, these should give credence to the methodology used in this study. The
difference between production estimates and consumption estimates derived in our study
ranges between 2 to 6 per cent of the derived estimates of production of fabrics over the
period of time (Column 3 of Table 1). Data for non-household consumption are available till
year 1993-94, The difference in data in column 8 and column 9 of Table 1 shows the extent to
which the non-household consumption has risen after 1993-94. This shows that the per capita
availability of cotton fabrics for non-household consumption increased from 13.31 square
metres to 16.70 square metres during the five-year period 1993-94 to 1998-99. The per capita
availability of cotton fabrics for non-household consumption increased from 9.89 square
metre to 13.31 square metres during the five-year period 1988-89 to 1993-94. The high
growth rate achieved in the hotel industry, during both eighties and nineties and slow down in
employment growth in police and defence forces after economic reforms during 1993-94
could explain this pattern. Thus the data for non-household consumption for the period after
1993-94 could be taken approximately close to availability for the purpose.

VI. DISCREPANCIES IN THE ESTIMATES OF PRODUCTION OF FABRICS AT
SECTORAL LEVEL

The comparison of total estimates of fabrics production derived in this study with the overall
consumption estimates hides wide discrepancies at sectoral and fibre level. Some inherent
draw-backs in the survey, like short memory of consumers, communication and other errors,
wrong identification of fabrics, fibres and sectors, could result in segment and sector-wise
discrepancy between production and consumption estimates. Other reasons could be that
fabrics produced in the mill and powerloom sector is not easy to distinguish. Similarly, 100 %
cotton fabrics are not easily identifiable from cotton-blended fabrics with high share of cotton
fibre. Thus some degree of discrepancies could be explained due to these factors.

There are however instances in which the difference cannot be explained due to these
factors alone. The hosiery is one such sector. The difference is visible in estimates of hosiery
production derived in this study and its estimates of consumption. The production of hosiery
fabrics has increased at a very high rate, while consumption estimates are not reflecting it. The
possible reason for it could be that the consumer survey is not able to capture the rapid !
changes in hosiery domestic consumption pattern. Another possible explanation for the samé |
lies in the fact that the information for hosiery fabrics was not available separately till
recently. This information used to be combined with powerloom data.

Handloom is another sector for which there exist wide difference in the estimates of
production and consumption of fabrics. The explanation given in case of hosiery fabrics is not
applicable here as fabrics produced in handloom sector are easily distinguishable. Bhid¢
(1996) however was of the other opinion and argued that powerloom fabrics are being
exported as handloom fabrics to take advantage of various incentives in trade agreement
given to the handloom sector. This argument however, failed to explain the decline in over
handloom exports from 782 million square metre equivalent fabrics during 1994-95 to 66?
million square metre in 1996-97, when the exports from all other sectors was rising. Thus, I
seems reasonable to stick to the argument that margin of error due to wrong reporting in the
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survey for the handloom fabrics may not be wide, as the handloom fabrics is easily
distinguishable from fabrics produced in other sectors. Thus the difference in the estimates of
consumption and production of handloom fabrics is probably due to diversion of hank yarn to
powerloom sector.

VII. DIVERSION OF HANK YARN TO POWERLOOM SECTOR

An attempt has been made in this study to work out the extent of diversion of cotton hank yarn
to the powerloom sector. The analysis was only possible for cotton fibre, as estimates for
domestic consumption of synthetic handloom fabrics were not available.

The difference between the estimates of the production of handloom fabrics based on
delivery of yarn and estimates of consumption of handloom fabrics are approximately 1656
million square metres during 1999-00. The diversion of fabric can also be worked out in terms
of yarn equivalent by applying the handloom sector conversion rates. The approximate
diversion of hank yarn to the powerloom sector during 1999-00 seems to be 210 million
kilograms, which comes to around 40.9 per cent of the total cotton hank yarn delivery.
Column 7 of Table 2 shows that the diversion of cotton hank yarn to thc powerloom sector has
increased at a very rapid rate during the second phase of liberalisation. The difference
increased mainly after 1991-92. In fact the handloom sector was producing more fabrics than
allowed by the delivery of hank yarn till year 1991-92 and thus there was a shortage of hank
yarn prior to 1991-92. The share of hank yarn delivery in the total production of yarn remains
more or less constant due to government regulations. The economic reforms introduced after
1991-92 seems to have affected the handloom sector the maximum. This benefit is obtained
either by the powerloom sector by availing benefits of excise meant for hank yarn. The other
possibility is that mills produced this amount of yarn as cone yarn at first place and were able

Table 2
Diversion of Cotton and Synthetic Hank Yarn to Powerloom Sector
Year  Consumption Production Difference  Hank Yarn — Hank Yarn Diversion of Hank Yarn
(lxports Plus — Derived from between Delivery Require
Domestic) Hank Yarn Production & ment
Delivery — Consumption

Mn. Sq Mis Mn. Kgs Mn. Kgs % of

production

(1) (2) ©) Q) (5) (6) (™) @)
1983 4545 3134 1411 342 491.7 -149.7 -44.6
1988-89 4620 3316 1304 354 4933 -139.3 -39.3
1989-90 3215 3189 26 348 351.3 -3.3 08
1990-91 3173 3355 -182 375 354.2 20.8 5.
1991-92 3946 3194 752 364 449.5 -85.5 -23.5
1992-93 2594 3603 -1009 415 298.4 116.6 28.0
1993-94 3174 3977 -803 464 370.5 93.5 202
1994-95 2908 4197 -1289 490 340.0 150.0 307
1995-96 3034 . 5022 -1988 571 345.5 2255 396
1996-97 2990 4470 -1480 590 3945 195.5 33.]
1997-98 3171 4270 -1099 598 4441 153.9 257
1998-99 2342 3783 -1441 529 3217 2013 - 38
1999-2000 2391 4048 -1657 574 339.5 2345 409

Source: As derived by the author from Textile Committee and Texprocil data.
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to declare it as hank yarn to meet the obligations. Whatever the reason may be, this results in
around 41 per cent lower production of handloom fabrics compared to the estimates on the
basis of delivery of hank yarn.

One of the important reasons for rise in diversion seems to be the fact that handloom
sector has become non-competitive in open environment. This is because of non-availability
of adequate and timely credit facility, lack of marketing facility, replication of handloom
products on powerlooms at a lower cost, and the gradual phasing out of the Janata Cloth
Scheme. Comparisons of per kilogram prices of hank and cone yarn for various counts reveal
that prices of hank yarn are lower compared to cone yarn, mainly for higher counts. In fact,
the hank yarn prices are higher for counts upto 20s compared to cone yarn. So the diversion of
hank yarn to powerloom sector must be taking place in finer counts.

Due to lack of data on sector-wise domestic consumption of synthetic fabrics in the
household and non-household sector, it has been assumed that percentage of hank yarn
diversion to powerloom sector is same both for cotton and synthetic yarn. The extent of total
hank yarn (cotton and synthetic) diversion to powerloom sector on the basis of this
assumption is estimated to be 234.5 million kgs.

VIIL. SECTOR-WISE REVISED ESTIMATES OF PRODUCTION OF FABRICS

Based on these estimates of diversion of cotton and synthetic hank yarn, the sector-wise
revised estimates of production of fabrics in handloom and powerloom sector are worked
out’. The sector-wise revised estimates of production of fabrics derived in this study along
with official estimates are given in Table 3.

Comparison of the estimates derived in this study show that during 1999-2000 the total
production of fabrics is 7500 million metres lower compared with the official estimates. This
means that during 1999-2000 the official estimates are 24.1 per cent higher compared to
estimates derived in this study. In other words, derived estimates in this study are 19.5 per
cent lower compared to official estimates. Total production of fabrics derived in this study
SreW at 5.59 per cent per annum during 1990-91 to 1999-2000 compared to 6.41 per cent per
dnnum for official estimates during the same period (Table 3).

The fibre-wise estimates derived in this study show that the growth in production of
tOtlon fabrics is low at the rate of 1.28 per cent per annum. The substitution of cotton woven
ffibrics with fabrics made from other fibres along with shifts in demand in favour of hosiery
fa_brics are the possible reasons for the slow growth in cotton fabrics. The estimates derived in
this study are much different compared to official estimates due to differences in conversion
{ales_ (Statement 2 of Annex). Textile Commissioner’s estimates of production of cotton
'ab_”C-S during 1999-2000 are 5760 million square metres (43.5 per cent) higher compared to
*Stimates derived in this study for the same period.

. The sector-wise data in Table 3 reveals that the performance of mill and handloom sector
) Poor and performance of powerloom and hosiery sector is quite.good on the basis of
:Ztggates derived in this study. The official estimates of production of hosiery fabrics during
he ~2000 are 1684 million square metres higher c'ompzflred to estimates dc.ari_ved in this study.
i Ih?mductlon <_)f fabrics in the powerloom sector‘ is estlmated at 22589 mllho-n square metres
the diSvSTUt_?ly dm‘rmg 1999-2000. Thus even the revised estimates even after taking into account
€rsion of hank yarn to powerloom sector are 855 million square metre lower compared
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to Textile Commissioner’s estimates of 23444 million square metres during 1999-2000. The
official estimate of production of fabrics in powerloom sector (including non-SSI weaving
mills) is estimated on the basis of delivery of yarn and do not include the diversion of hank
yarn to powerloom sector.

The production of fabrics in handloom sector is estimated at 2391 million square metres
during 1999-2000, which is only 32.5 per cent of the Textile Commissioner’s estimates of
7352 million square metre during the same year. The growth rate in case of handloom
production of fabrics derived in this study is estimated to be (—) 2.72 per cent during the
nineties compared to 6.72 per cent derived from official data during the same period.

IX. SECTOR-WISE PERFORMANCE

The analysis in this study reveals that the powerloom and hosiery sector performed well
during nineties and that of handloom and mill sector poorly during the same period. The good
performance of hosiery sector is attributed to shift in demand from woven to hosiery fabrics.
In the weaving segment, the powerloom sector gained at the cost of both mill and handloom
sectors.

This diverse behaviour in performance of various sectors in woven fabrics has been
reviewed. Mazumdar (1984) suggests that at identical wages, mills are more efficient than
powerlooms. Misra (1993) used somewhat different data set from that of other studies to
argue that; in fact, the difference between mill and powerloom favours the mills at pre-tax
prices. But when the excise on fabrics is added to mills, the balance tilts in favour of
powerlooms because of the alleged tax evasion by them. The powerloom sector avail other
benefits as well in the form of evading excise duties, resort to power theft, get long labour
hours of work etc.

This view has however been disputed. It is argued that the databases used in these studies
are not reliable. This is because these studies have taken data from best practice mills and
compared it with the data for average powerlooms. It is also argued that there is no need to
take identical wages in different sectors as cost of living in towns where powerloom sector is
concentrated is low compared to cities in which mills are located. It has also been pointed out
that in actual practice the main benefit like low interest rates on loan and other modernisation
subsidies is mainly availed by mill sector on large scale. The powerloom sector does not get
these incentives and instead has to borrow money from the moneylenders at very high rate in
the absence of getting it from financial institutions. Thus the policies are not always
conducive for the powerloom sector (Roy, 1998).

There are several arguments and counter arguments to these facts, but_the data from
several studies clearly point to the fact that the ex-factory price of production in mill sector is
lower compared to powerloom sector. The prime factor affecting the competitiveness of mill
Sector is the demand of fabrics in smaller lots by small garment units spread all over the
country. The reservation of garments for the small-scale sector was one of the main reasons
for the small garments units to spread all over the country for catering the demand for
domestic segment. The production of fabric in smaller lots is not very conducive for the
Powerloom sector, especially for units operating with modern technology such as air jet or
shuttle less looms, having very.high speed. Thus, modernisation could not take place in
Weaving units except for mills producing denim for exports or super fine verities, which is
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demanded in larger lots. The technological progress in mill sector is not taking place due to
relatively disadvantageous position of this sector compared to powerloom sector. The
technological progress in powerloom sector is not taking place as modernisation in this sector
could lead to disqualification from the benefits of SSI sector.

The most significant feature of the New Textile Policy (NTP), 2000 has been
dereservation of garment from the small-scale sector. The dereservation of the garment
industry will, over time, induce restructuring in the entire textile and clothing industry after
the spinning stage. As was expected as a follow-up step after dereservation, the finance bill
2001 introduced MODVAT from the fibre to the garment stage. Subsequently, steps were
taken to rationalise, excise duty on grey and dyed fabrics. Under the old rates, the escalating
duty on additional value added was discouraging investment in large dyeing units. These were
splitting into smaller units and quality was compromised to get advantage of excise benefits
meant for smaller units. The high price of better quality dyed fabrics was putting a constraint
on the demand for them. The exports of better-dyed products were also suffering, as exports
alone are generally not attractive. This was one of the major disincentives for the mill sector
to utilise their economies of scale.

Thus irrational excise along with excise evasions, and numerous restrictions imposed in
the path of gradual transformation of SSI into the medium and large-scale sector are among
the important reasons generally forwarded for the slow technological improvement in
weaving segment during twentieth century. Thus the cheap availability of machinery did not
lead to capital accumulation in the mill sector. In fact, the powerloom sector and not the mill
sector took the maximum advantage of liberalisation. The production share of powerloom
fabrics increased at the cost of both mill and handloom sectors.

X. VALUE ADDED IN TEXTILES AND CLOTHING INDUSTRY

Methodology

To work out value added in textile and clothing sector, the estimates of total production of
fabrics is divided into its final usage for exports and domestic consumption in the form of
hosiery products, fabrics in piece-length, made-ups, garment in piece-length, and garments.
This information is not readily available in square metres and is converted using information
from various sources as explained in Section V. The textile value added is worked out by
using ex-factory price of these items for each sector. The ex-factory prices for these items are
estimated from retail price available in Textile Committee household survey data. The Textile
Commissioner also provides information for mill sector ex-factory and retail prices. This ratio
is applied on Textile Committee data for retail prices to obtain ex-factory price for other
items. The value added ratio to the value of output is estimated for textile sector from Annual
Survey of Industries (ASI), factory sector data at NIC three-digit level. The same information
for these products and garments is available from cost of production data for various items,
from the International Textile Manufacturing Federation (ITMF), Zurich.

Methodology adopted by CSO

CSO in its publication ‘Source and Methods’ published in 1989 estimated value added in
textile sector by first calculating value of output by applying sector-wise ex-factory prices on
their respective estimates of production of fabrics in square metres. The production of fabrics



'a0rics in quantity terms grew by 5.59 per cent during the same period.






























