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Foreword

India, a late integrator in the global market ftotleing, has followed a path to
integration that is quite different from the expeice of some of its major competitors.
Unlike China, Mexico, Eastern Europe and other Bdsian countries, India’s recent
surge in clothing exports has occurred despiteldlo& of major FDI in textile and
apparel, or entry into preferential regional traggeements with buyer countries, or any
significant direct role of global buyers. Arguitigat changes in domestic policy and in
the structure of domestic demand throughout theéd4d@hd 1990s played an important
role in triggering new growth in India’s textilesd apparel exports, and reshaping the
capabilities of local firms, this paper examine®éhfeatures of India’s recent integration
into global clothing markets: the striking emergené design as a source of comparative
advantage in Indian apparel, the growing importaoiceutward-bound investment by
Indian clothing firms in recent years, and the pdulenew role that retail is playing in
organizing the Indian domestic market, driven int i surging consumer demand from
entirely new mid-market youth segments associatédtive country’s IT-BPO boom.

Dr. Arvind Virmani
Director & CE
ICRIER

July 2005



1 Introduction ?

The final phase-out of the Multi-fiber Arrangeme&MFA)? and the system of
guotas that has governed the global trade in &sxt@ind apparel for the last forty-two
years, has significantly altered the institutionales of trade in the textile and clothing
industry. With the elimination of all remaining @as on apparel from January 1 2005,
the textile and clothing sector is now fully intatgd into the regulatory framework of the
General Agreement on Tariffs and Trade (GATT) o World Trade Organization
(WTO). Buyers are, thus, free to source textild apparel in any amount from any
country; suppliers are similarly free to exportragch product as they are able, subject
only to a system of national tariffs (see Weil 208dernathy et. al. 2004). As global
competition intensifies under the new quota-freglitrg regime, countries are bracing for

major changes in the structure of sourcing and rgbgapply worldwide.

There is widespread expectation that the removglota restrictions will lead to
a substantial consolidation of global supply neksorcreating winners and losers
(Gereffi 2004, US ITC 2004, Nordas (WTO) 2004, Kpe®R003). The widely held
assumption is that large, low cost supplier coestrsuch as China, India, and Mexico
with stable supply networks, experience in expgtimell-developed capacities for
scaling up and the ability to offer a full bundlé services will benefit from the post-
MFA reorganization of the global trade in textilashile smaller countries that had
benefited from the limited but guaranteed accessdostrial markets under quotas, may
well lose out. Already, commentators are pointiodidw small countries like Mauritius

are witnessing an erosion of Foreign Direct Investt(FDI) in apparel, with overseas

1| thank Gary Gereffi, Arvind Virmani, Danish Hashi Arpita Mukherjee and participants at three récen
conferences - the global networks conference & WUmiversity, the workshop on ‘The End of Global
Quotas’ at the Labor and Worklife Program at HasMaaw School, and the ‘Clothing Europe’ workshop at
UNC - for valuable comments on earlier versionshef paper. Karan Singh provided excellent researc
assistance. The arguments made herein and atserfdact and interpretation are my responsihilitie
author can be contactedmtewari@unc.edu

2 The Long Term Agreement Regarding Internationalderin Cotton Textiles (LTA) was first negotiated
in 1962. It was replaced by the Multi Fiber Arramgat (MFA) in 1974, which in turn was replacedts i
terminal phase in 1994, and coincident with the ié the WTO, by the Agreement on Textiles and
Clothing (ATC) from 1995 to 2005.




investors beginning to pull ofitMost analysts project that China will emerge as th
likely “supplier of choice” for the world’s largesetailers and buyers after quotas --
followed by other large suppliers, such as Indelected South-East Asian countries,
Eastern Europe, Mexico and Turkey (US Internatioh@de Commission 2004, WTO
(Nordas) 2004, Knappe 2003).

A widely cited study by the WTO, for example, useedels based on relative
prices, cost competitiveness and the degree chlpodtion quota-restrictiveness faced by
individual countries to project that China’s poskM share in the US apparel market
could triple from its current share of 16% to aschmuas 50% after 2005, and India’s
could quadruple from about 4% to 15% after the neahof quotas (Nordas 2004). This
finding suggests, on the face of it, that China &rmdia’'s combined export share in the
US apparel market could be a staggering 65% po#;MBmpared to their combined
share of 20% in 2003 (Nordas, WTO 2004:30, Findriiaes, July 19, 2004). Though
the actual dynamics of adjustment are likely tddvemore uncertain and contingent upon
a much wider set of political and institutional pesses than these models sugyésis
little wonder that countries are worried about th@ace in the international division of

labor in textiles and clothing as quotas are phased

These concerns are exacerbated by the importanexties and apparel to the
employment base and economic structure of mosttdean Though portrayed as a
classic sunset industry, the textile and apparetiosas one of the largest employers in
both developed and developing countries, oftenisgras the first point of entry for large
numbers of unskilled workers (see Berger, Gartndrkaarty 1997). For many countries,

from Bangladesh to Lesotho to El Salvador wheréhalg exports respectively constitute

% See Thomas 2005, Afrol News 2004, Bradsher 28 see Knappe 2003, US ITC 2004, Gibbon 2000
and Palpaceur et. al. in press, for a broader séson on the tightening prospects for small produoe
accessing global markets after quotas. In andrbwmist, with the recent return of many Mauritiuasied
India joint ventures back to India, Mauritius topgpee list of countries with FDI in India in Mar@®905.

* Based on a cross country comparison of supplieas benefited most from the third stage of the
liberalization of quotas under ATC in January 20BBappe (2003) for example found that compared to
other countries China was the only country to hewestantially increase its expossross the boardn all

the (seven) product categories that the US hadalized, relative to other countries who improvéedit
export performance in only some of the liberalizategories, if at all.

® See Smith et. al. 2004, Begg et. al. 2003, and by et. al. 2004)



up to 86%, 94%, and 60% of total merchandise égg&ISITIC 2004: 1-4), the textile
and apparel sector is a dominant contributor tausibl output, foreign exchange,
employment and national development. As competigscalates in this sector at home
and abroad, a central policy concern among supgplkesrldwide is how firms and
governments can shore up the competitiveness oftthdile and apparel sectors in this
altered institutional environment to maintain iftrenhance, their place in the global

market®

This paper uses the case of India, which has bepeatedly cited as a major
potential beneficiary of the post-quota regime,et@amine the emerging pathways of
adjustment in the global textile and clothing insyusFamously inward-looking till the
1980s, the Indian textile and clothing industry Ih@some increasingly integrated into
global markets since the late-1980s and 1990s, gtntelas one of the top ten global
exporters of textiles and clothing after 1998. &isliapparel exports grew at an average
compound rate of 22% per year throughout the 1980atterjee and Mohan 1993), and
by about 13% in the 1990s (United Nations Staastigivision, 2005). By 2003, India
exported more than $13.5 billion worth of textiledaapparel, up fifteen-fold from the
$0.9 billion it exported in 1985, when apparel expowere just taking off (United
Nations Statistical Division, 2005). This exporbgth, though slow in comparison to
exporters like China, is impressive because it oecudespite the persistence of many of
the factors that observers have cited as shackhidgan productivity in textiles and
apparel: technological obsolescence, fragmentedatizgs, low scales of operation, lack
of an exit policy, and rigid labor laws. Drawing dindings from three rounds of
fieldwork in India’s textile and apparel industrgrded out between 2000 and 2005, this

paper examines the micro-foundations of India’sida@cent incorporation into the

® Witness for example, the intense lobbying by poulefS textile interests for countervailing measures
targeted protections and expedited import reviegarst low-cost competitors, especially China, Hrel
decision in March 2005 by the US government to sigpnonitoring of US textile imports (US, ITC 2004,
Blustein 2004, TC-Trade 2004, Crutsinger 2005, hkaie Express 2005); the EU has already built in
textile safeguards (against China) for the nex frears (CEC 2004), and China on its part, hasadstlits
intention to impose voluntary restraints on expsdsas to make the transition to the world withguibtas
more predictable (Blustein 2004, TC-Trade 2004)th& same time, smaller countries who experienced
high output and export growth in apparel under gsiotire urgently looking for ways to preserve the
viability of their suppliers under the new rulesticide.



global clothing and textile market, focusing on hbwlian firms have become inserted
within global textile and apparel networks in recgears, and how this position is

changing as the rules of global trade change.

1.1 Argument

The paper’s main findings are twofold. First,hogs that India’s path to global
integration in textiles and apparel differs frone ghath of its proximate competitors, in
that it occurred without significant FDI, or entmyto regional Free Trade Agreements
(such as NAFTA) or deep insertion into dominantbglloclothing supply chains. Rather,
at the vanguard of India’'s growing global presemace a tier of highly competitive
domestic firms that were able to restructure théweseduring the deregulation of the
textile and apparel industry in the mid-1980s (Whifast triggered export growth in
Indian apparel, as distinct from the trade libewaion of the early 1990s), and build new
ties with buyers and suppliers at home and abnodle late 1980s and early 1990s. The
external sector reforms of 1991 deepened this psooé integration that began in the
mid-1980s.

Second, the paper argues that the same legaciesethdted in India’s slow
integration into the global textile and apparel ke&r have also, inadvertently produced
legacies that could, if nurtured well, move theidmdapparel industry toward a higher
value-added, design-intensive path of upgrading adjdstment—in addition to scaling
up. This emerging pattern resembles the experiehasountries like Italy and Hong
Kong more than it resembles the experience of atiegor apparel exporters who, like

India, have low wages and low production costs@mtomitant factor endowments.

The rest of the paper proceeds as follows. Aftebref framing of the
institutional context and market conditions withumich the phase-out of textile quotas
has taken place, section three examines the steuctulndia’s apparel and garment
industry and its emerging place in the global mari8ection four focuses on firm
strategies in the years leading up to the disswiubf quotas to discuss, in section five,

three rather unexpected themes that are shapingasteMFA response of the Indian



textile and clothing industry: the striking emergerof design as a source of comparative
advantage in Indian apparel, the growing importaoiceutward-bound investment by
Indian clothing firms in recent years, and the pdulenew role that retail is playing in
organizing the Indian domestic market, fuelled ertpoy surging demand from new
market segments associated with the country’s bogriii and BPO (Business Process

Outsourcing) sectors. The final section concludes.

2 Global sourcing: the growing ‘stickiness’ of marketaccess

As countries search for ways to strengthen theitiléeand clothing base in the
face of intensified quota-free competition, at teigee issues complicate adjustment,
blunting in each case the freer access to marketsthe removal of quotas ostensibly
provides suppliers. First, firms do not simply expinto undifferentiated economic
space. As an extensive literature has begun tondext) global trade in the apparel
industry is increasingly organized by powerful isyanainly large retailers and branded
merchandisers (such as Wal Mart, Gap, and Nike) edoodinate the design, production,
and distribution of apparel within highly mobildpbally dispersed clothing value chains
(Gereffi 1994, 1999, Bair and Gereffi 2001, Gerefiid Kaplinksy 2001, Feenstra 1998,
Dicken 1998, Humphrey and Schmitz 2000). Tradethis framework, is “sticky,”
because market access is often contingent uponlisigpentry into increasingly
concentrated clothing chains and production netsorldfter the removal of quotas,
when buyers are no longer required to distributgrtiorders across countries, most
observers expect entry barriers into these chaitigliten even further (USITC 2004:2-7,
Gereffi 2004, Palpaceur et. al 2005).

This implies that after the dissolution of quotasgess to major markets may in
fact become more constrained as global buyersuctate their sourcing patterns towards
highly competent “full-package’ suppliers. Thes@iers would have the capability to
not only provide made-to-order assembly operatidng, to flexibly accommodate
variability in design, local and proximate sourcwithigh quality fabrics and accessories,

and handle both, small-batch as well as large velpnoduction cost-effectively (Gereffi



2004, Gibbon 2004, Palpaceur et. al. 2005, Smitlalet2004). Market access, in this
view then, depends not only on low costs, or freade, but on the ability of local
suppliers to meet increasingly stringent buyer deasafor quality, customization, and
short lead times (i.e., full package supply), idieidn to keeping costs low.

Second, the emergence of new considerations irtisgursuch as the importance
of replenishment and short turn-around times in gbercing of time-sensitive, quick-
selling items (such as jeans and T-shirts), hasdddrther stickiness to the flow of
apparel and textile trade, reinforcing the impoctarof location in supplier choice
(Abernathy et. al. 1999, Abernathy, Volpe and W2004, Nordas 2004, Palpaceur et. al.
2005). Acting in a direction opposite to the dymarmf extensive outsourcing within
globally dispersed production networks, the riseledin-retailing” and the adoption of
sophisticated information technologies to managestiurcing of replenishment-intensive
items, is privileging speedy delivery and proximayer considerations of price. (For
example, Mexico or the Caribbean basin, despite thigher production costs may be
preferred by US buyers over lower cost China fa& shpply of certain items.) These
new trends are making sourcing patterns sticky,samding to fragment the geography of
apparel production into ever-finer regional subiglons (see Abernathy, Dunlap,
Hammond and Weil,1999, Nordas 2004).

These spatial divisions are being further reinfdroy the rise of regionalism
within world trade, and the proliferation of RegabnFree Trade Agreements. By
privileging some countries over others in termsaoiff-free market entry, regional trade
agreementsare segmenting market-access on the basis ofetitially applicable tariff
levels. In a world without quotas, where tariffsr their absence, and of non-tariff
barriers) assume much greater power in shapingehadcess, regional trade agreements

can produce highly differentiated and uneven gguues of apparel sourcing and

" Abernathy, et. al. 1999.

8 These include agreements that have emerged aswemg major market: NAFTA, CBI, AGOA, CAFTA
around the US, the expansion of the European Uaimhconcessionary bilateral agreements and customs
unions between the EU and its regional supplierdNamth Africa, the Mediterranean basin, ECE and
Turkey.



supply. At a time when the dissolution of quotagéstructuring the rules of trade in
textiles and clothing, and the emergence of pretekregional trade agreements and
new forms of sourcing are complicating market ascéds important to understand the
diversity of ways in which suppliers are becomingarporated into global markets and

the varied pathways of upgrading that are emerging.

In the following sections we examine India’s recertegration into the global
apparel market to explore one such pathway of glioisartion and upgrading.

3 India’s trajectory of global integration

Like in many countries, the textile industry haay@d a “leading sector” role in
the Indian economy. It is one of India’s oldest anost deeply rooted manufacturing
sectors, and a major employer. The textile andhoigt sector provides direct
employment (formal and informal) to an estimated B8lion people nationwide
(compared to the estimated 1.2 million employeth IT sector, and about 650,000 in
the booming Business Process Outsourcing industiigtry of Textiles, Annual
Report, 2004, Nasscom 2005). The industry corebu/% to Gross Domestic
Product!® 14% to industrial output and an estimated 18%nuustrial employment.
(Ministry of Textiles, 2004, Hashim 2005). Moreoyveith very low import intensities -
of only 1.2% (Verma 2002, Ministry of Textiles, 250 the textile and clothing industry
is one of India’s largest net earners of foreigmhemge, contributing about 21% of

India’s export earnings annually (Ministry of Tdas, 2005, WTO statistics 2005).

In 2003, the latest year for which data are avélalmdia exported $13.5 billion
in textiles and apparét, more than double the amount ($5.9 billion) it exed ten years
ago. lIts apparel exports, of $6.6 billion, rani&dn the world market that year (behind

° The figures are for 2003-04 from the Ministry afxfiles.

1% The standard figure for the textile industry’s wimution to GDP is 4%; however, working backwards
from actual export figures to GDP shares, we edértize share of textiles and apparel in GDP toectily

be closer to 7% than 4%.



Mexico and France), and its textile exports of $tilBon ranked ninth (after France and
just ahead of Japan). By way of comparison, Chin@,top ranked exporter of apparel
and textiles exported $52 billion worth of appateit year (eight times more than India)
and $27 billion in textiles (four times India’s eoqs). Mexico, ranked tenth, exported
$7.3 billion in apparel and $1.2 billion in texslen 2003. The principal markets for
Indian textile and apparel exports are the US aedBuropean Union (EU-15)—the two
largest erstwhile quota regimes, which togetheroawted for 83% of India’s total
clothing exports and 52% of its textile exports2®03** While the EU, with a 47%
share in India’s apparel exports (and a 29% shatextiles) is India’s largest regional
market for clothing and textiles, the US has emg@gthe fastest growing, single largest
destination for Indian textile and apparel in récgears. In 2003 it procured 36% of
India’s apparel and 23% of its textile exports.Se

Figure 1 andFigure 2). Of all the major importing countries, India’segence is
weakest in the Japanese market. Japan procurgd®@nbf India’s apparel exports and
3% of its textiles in 2003 (WTO statistics, 2005\While India’s apparel exports are
highly concentrated in the EU and US, its textilarkets are more diversified -- nearly
half (48%) of India’s textile exports were directedcountries outside the US and EU in
2003, compared with only 17% in the case of app@edTable 1). Apart from the US,
UK, Germany and Italy, a mix of middle-income caigg and emerging markets such as
UAE (United Arab Emirates), South Korea, Turkey,nBadesh and Hong Kong are
among India’s top ten markets for textiles (in tbader). Overall, India’s share in the
$408 billion world clothing and textile market, thgh small — a very modest 3.3%
compared especially with China’s spectacular 20%as been rising steadily in the last

1 By way of comparison, India’s fastest growing sectT and IT enabled services, had $9.9 billion in

exports in the same year (Nasscom, 2005:26)

2 Though the EU and US were always important marketindia’s exports, for a brief period in the 186
and 1970s—during the apogee of the cold war and &emsions between the US and India leading up to
the Bangladesh war in 1971—the former Soviet Uiename India’s major market. Till 1962 the former
Soviet Union had only a 10% share in India’s appexeorts. In 1965 this shot up to 40%, then to 48%
1967 and to 53% in 1970, before falling back to 1894974 and 10% in 1978 (UN Trade Statistics cf.
Chatterjee and Mohan 1993:M-99). The devaluatibthe rupee in 1966 could also be a reason for the
rather steep dampening of the dollar-denominatadesbf US and EU’s imports relative to the rupesir
with the former Soviet Union.

13 By contrast, 30% of China’s apparel exports anh48 its textile exports are consumed by Japanchwhi

is China’s largest market in textiles and clothing.



two decades — growing from 1.5% in 1980 to 2.3%@90 and 3.3% in 2003 (UN
Statistical Division, 2005, Ramaswamy and Geredf).

Table 1: India’s Clothing and Textile Exports - 19&, 2003

(US$ Million and percentage)

| Clothing Exports Textile Exports
0,
Value Share (%) Cha/;ge Value Share
1985 2003 1985 2003  1985-03 2003 2003
EU-15 332 3012 36 47 807% EU-15 1888 29
us 263 2309 29 36 778% us 1528 23
Japan 25 95 3 1 280% Japan 176
Fmr USSR 172 0 19 0 Fmr USSR 0 0
Rest of the
Rest of the World 121 1146 13 16 847% World 3259 45
Total 914 6562 100 100 618% Total 6851 100

Source: WTO Statistics

Figure 1: India’s apparel export growth 1991-2003
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Figure 2: India’s textile export growth 1991-2003
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Three features are striking when one compares India other countries that

have emerged as successful exporters of garmetitesiiies in recent years.

3.1 A late start

First, India’s apparel exports are of relativelgast vintage, having taken off
only in the mid-1980s, well after the first and @ed wave of global outsourcing in the
1970s and 1980s established strong apparel expatfonns across East Asia, Latin
America, China and Southern Africa. Till the 1968sd 1970s India was mainly an
exporter of textiles, it barely had any export-otedl garment production. The linkages
of India’s apparel industry with global clothing aths are therefore shallower and

relatively recent, a point we return to momentarily

3.2 An extensive domestic fibre and fabric base

Second, India’s apparel exports are embedded wahgtrong domestic textile

industry. Unlike many import substituting countriebose textile and clothing sectors

10



originated with export-oriented apparel assemblythe 1970s and 1980s, gradually
linking backwards into textiles in a small numbércases, the development of India’s
textile industry preceded the rise of its appaeelsr. India has an extensive fibre base—
largely in cotton—and though organized in much $enalverage unit sizes compared to
firms in other supplier countries, its producticapacities and raw material availability
are second only to China’s. With a 13% share endglobal production of textile fibres,
India is the third largest global producer of cotiarn, the second largest producer of
silk, and the B largest producer of synthetic fiber/yarn. It iseoof a few developing
countries today (along with China, Turkey, part€aktern Europe and Pakistan) with a
fully developed textile value chain extending frdilore to fabric to garment exports
(illustrated also by very low import intensities.2%) of its apparel exports). The
presence of a domestic textile industry—a legacyhef countries vast capabilities in
cotton production and the government’s efforts &wnkss this abundant raw material
base to generate employment and ensure adequatabdig of cloth for domestic
consumers—is emerging as a major advantage foa'thdipparel exports. As India’s
apparel firms compete for market share in a worleeng timely deliveries, low costs,
variability and quality are critical, the proximaaeailability of good quality textiles is a
major benefit as some have noted (Gereffi 2004g®&eand Lester 1997).

3.3 Barriers to global integration

Third, India has integrated relatively slowly inetlglobal apparel and textile
market relative to many of its comparators. Desfarge raw material availability and
extensive production capacities, second only to&hj its share in the global market in
textile and clothing has risen only slowly, fronb% in 1975 to only 3.3% in 2003
compared to China’s rapid increase of world mastedre in textiles and apparel from
8.9% in 1990 to 20% in 2003. Till the 1970s andyd®80s, when apparel production
first began to be off-shored to developing coustraeross East Asia, Latin America,
China and Southern Africa, India’s apparel exparése miniscule — amounting to less
than 2% of total exports (with a 0.6 percent sharthe global apparel market in 1970

compared to Hong Kong's 11% market share that yeagxample).
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This slow global integration resulted, in part,nfrahe highly restrictive quotas
that constrained India’s export volumes throughth# late 1970s, 1980s, and 1990s
(Kathuria, Martin, and Bharadwaj 2001, Verma 2008)ven that a bulk of India’s
apparel exports were historically directed to cdestwith the most stringent quotas —
the US and EU — in comparison with countries liken@, whose export markets were
much more diversified and less dependent on quotatdes. In 1985 when India’s
apparel exports first took off, 65% of its appagports were being absorbed by the US
and EU—the biggest quota regimes, and by 2003fitnse had risen to a staggering
83%. By contrast, China’s combined apparel exporthe US and EU were only 42% in
1985 and had risen marginally to 47% by 2003 (Batafor SITC 84, Rev. 1 and 3).
Non-quota countries like Japan and Hong Kong wemnportant markets for China
historically — together accounting for 32% of Chaaxports in 1985. By 2003, Japan
had emerged as China’s single largest textile ppdrel market, absorbing fully 30% of
China’s apparel exports and 48% of its textile et 2003 (UN Statistics 2005 for
SITC 84 and 65 respectively).

While quota constraints have played a role in shgwindia’s export volumes in
certain product categories since the mid-19709almdlow integration in global textile
and apparel markets reflects mostly the histogycatrong domestic focus of Indian
textile policy. Throughout the late 1960s, 1970d aarly 1980s the Indian state used a
variety of regulatory mechanisms and policies terdrthe textile and apparel industry
toward the domestic market, and shape the struofutee industry in key ways. Using a
strict licensing regime (that required firms to lsgeermission from the government
before establishing new operations and expandipgaity), reservation policies (that
reserved key segments of the value chain—most lyotgdparel—for production in the
small scale sector), and labor laws (which resdcexit and retrenchment heavily,
especially after 1976), the government controllee $ize, location, scale, growth and
expansion of the textile and apparel industry tghmut this period. The government also
controlled the extent of exports and the conteritshe sector’'s imports through a
complex system of taxation and subsidies. Spinrfings were also subject to a

mandatory ‘hank yarn obligation’ to ensure low-cegpply of specialized yarn for small
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handloom and power-loom firms. These arrangemangsted the mill sector (spinning
and yarn) powerfully towards the small-scale poern based weaving sector, which in
turn was oriented primarily towards domestic congtiom. AsTable 2 shows, nearly
99% of India’s fabric production is in the powepto sector, and even as late as 1990,
exports constituted only 3% of total sales among tibp-ten cohort of textile firms
(Prowess data base2005).

Table 2: Structure of the Indian Textile Industry

%
1997- 1998- 1999- 2000- 2001- 2002- Change

98 99 2000 01 02 03 -1997/8
- 2002/3

Spinning mills -- Large and medium (inc composite) 1782 1824 1850 1846 1860 1875 5%

Small scale spinning mills 801 901 921 996 1046 1146 43%

Spinning mills (Total) 2583 2725 2771 2842 2906 302 1 17%
Large and med. Mills as % of Total 58 % 57% 56% 59% 54% 53%

Small scale mills as % of Total 31% 3 3% 33% 35% 36% 38%

Weaving mills (Total) 35287 35999 36902 37603 37707 38209 8%
Large and medium weaving units 187 199 202 203 207 209 12%
Powerloom weaving units (small scale) 35100 35800 36700 37400 37500 38000 8%
Share of large weaving mills in Total 1 % 1% 1% 1% 1% 1%

Source: Ministry of Textiles, 2005

This strong domestic focus is illustrated by thpaxk trajectory of Indian textiles.
In the mid-1960s, well before India began to exmparel, it was already the eighth
largest exporter of textiles in the world (UN Sséitis 2005). With over half a billion
dollars ($591 million) of textile exports India had7.3% share in the global market in
1965, just ahead of the US (with 6.6%) and wellaahef Hong Kong at f1place with a
2% market share. Over the next twenty years—byetimy 1980s—this picture had
essentially reversed. India slipped td"ilace in textile exports (just behind Turkey),
while Hong Kong surged to®place. Later, by 1995 China had emerged as tigedar
textile and apparel exporter in the world and tbhgetwith Hong Kong and South Korea,
China accounted for nearly 31% of all textile apparel sales globally by the late 1990s.
Meanwhile, India’s share in textile exports stagdabetween 1.5 and 2.5% for most of
the 1970s and 1980s, before rising to 3.8% in 260Bonly a third of what it was in the
1960s. While East Asia emerged as the world’'sitepdhub of apparel and textile
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exports, India went the opposite way. It turnedrggly toward the domestic market and

virtually withdrew from exports for the next twoales till the mid-1980s.

3.4 Policy turnaround: deregulation and external sectoeforms

Things began to change after 1985 when the governmevised its textile
policies to shore up the sector’s international petitiveness and increase the sector’s
foreign exchange earnings. After a late start stagjnant growth for several years,
India’s apparel and textile exports have recentbwgn at a rapid pace, especially in the
last eighteen years. From barely $30 million irv@9India’s apparel exports rose to
nearly a billion dollars in 1990 and to $6.6 bifliom 2003 — increasing over 220 times in
33 years. Textile exports grew seven fold in 23ryeafrom $1 billion in 1980 to $6.8
billion in 2003. Taken together, India’s apparetldextile exports accounted for 21% of
merchandise exports in 2003, up from 3.8% in 19Distry of Textiles 2005).

3.4.1 Structural break in the mid-1980s

Many in the literature associate this recent grooftlapparel and textile exports
with the opening up of India’s economy to freedzan 1991 (McKinsey 2001, D’Souza
n.d.). But adrigure 3 shows, and as De Long (2003), Rodrik and Subramaf#004)
and Virmani (2004) have documented for Indian maatufring as a whole, India’s
textile exports, and especially its apparel expadsk off in 1985, well before India
liberalized trade in the early 1990s (see also @padhyay and Krishnen 200%).1985-
86 represents something of a structural break enetktport trajectory of Indian apparel
(seeFigure 3). After relatively slow growth in the late 1970sdaearly 1980s (compound
annual growth rate of 1.4% per year in the firdf bathe 1980s), apparel exports surged
at an annual compound rate of more than 19% betd@8% and 1990 — just prior to the
introduction of external sector reforms in Indialif91. After liberalization the growth

has continued, but at a slightly slower pace.

14 DeLong 2003, Rodrik and Subramanian 2004, and &fiir2004 all offer broader evidence that India’s
growth began in the mid-1980s rather than aftaribzation was formally launched in 1991.
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Figure 3: Growth of India’s textile and apparel exprts showing structural break in 1985-86
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Source: Computed from UN Trade Statistics and filata Chatterjee and Mohan 1993

Indeed, asTable 3 shows, this shift in the pace of apparel expodsuaed in
three phases, each with distinct institutional g@adicy triggers. The first phase of
growth took place in the early 1970s. Between 1860 1976 India’s apparel exports
grew seven-fold in six years—rising from $30 mitlico $200 million, and growing from
3.8% of India’s merchandise exports in 1970 to édcent in 1976. India’s global share
in apparel also doubled from 0.6 percent in 1970.58%6 in 1976 during this period (UN
Statistics, 2005). As Chatterjee and Mohan (1998)hpointed out, this early growth
was fuelled by a surge in demand from the US andofi&u for Indian handloom
garments, and clothing of indigenous cotton fabfa=e also Joshi 2003). But after a
swift start, this first export surge waned in thgel1970s and early 1980s in part because
of changes in consumer demand in the US and EUalbatbecause handloom exports,
which were previously exempt from the purview ofotas under the Multifibre
Arrangement that had come into existence in 198¢aime subject to greater export
restraints in the US and EU markets after 1977 {{€hHee and Mohan 1993).
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3.4.2 Domestic deregulation as the critical turning point

The second phase of growth began in the mid-te1889s (Sed-igure 3) and
was triggered by the deregulation of the textil@ustry. Apparel exports grew strongly
throughout the 1980s, doing particularly well afi€@85 when the government, at the
recommendation of the Verma Committee’s 1985 repoitiextiles, adopted a new textile
policy. Apparel exports more than doubled in jus fyears following the adoption of the
new policy—rising from $914 million in 1985 to $2Mkillion in 1990, an annual
compound growth rate of more than 19.3% per year+rgressive resurgence by any
standards. Under the Textile Policy of 1985 theegnment deregulated the hitherto
heavily controlled textile industry, allowing firnte diversify their fabric and fibre base,
raising the maximum limits on allowable investmesdpecially for small and medium
firms, promoting exports through a variety of ddigw back programs and encouraging
the sector’s technical modernization through trebdisement of cheaper lines of credit
and specifically vested funds (such as in the Tdgmm) that allowed firms, especially
exporters to import capital goods and technologynear world prices (Ministry of
Textiles 1999). These domestic policy shifts, almes they were, at boosting the
international competitiveness of the Indian texaled clothing sector, appear to have
strongly influenced exports (see Gangopadhyay amshKan 2005 for a detailed account
of the “pro-incumbent” policy mechanisms duringstiphase of growth and how they
impacted the industryy.

After liberalization, the government further deelised the industry, initiated a
progressive de-reservation of the sector (espga@albarel), removed export barriers, and
slashed import duties especially for exporters. rimu this third phase of growth,
between the 1990s and early 2000s, textile andrabpa&ports grew robustly, but at a
relatively slower pace compared to the 1980s (thofrgm a higher base). Apparel
exports grew at a CAGR of 8% per year between E@{11995, and at 6% per year after
the Asian currency crisis of 1997, relative to 1p& year throughout the 1980s. By

!5 These reforms included: broad-banding of licensmmpval of restrictions on business houses if they
operated in backward areas or if they were 100%xgiented, increase in maximum assets of small
firms, duty free import of technology for exporf@rted firms or when it significantly improved cest
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2003, apparel exports had increased more than gewes from $914 million in 1985,
when apparel exports first took off, to $6.6 biflim 2003. Taken together with textiles,
India’s apparel and textile exports doubled betw&@®0 and 1996 (from $4.7 billion to
$9.2 billion), and rose nearly three times to $13lkon between 1990 and 2003. Given
India’s late start, and the low level from whichb@gan its apparel exports in the 1980s,
this growth has been quite remarkable.

Table 3: Indian Apparel — Disaggregated Growth Trems

(Percent and US$ millions)

Compound Annual Growth

Year Rate
1980-1990 10.1
1991-2000 6.8
1980-1984 1.4
1985-1990 19.3
1991-1995 7.8
1996-2000 5.9
2001-2003 5.2

Source: Calculated from UN Statistics and Table 4 Chatterjee and Mohan 1993
Trade value in current US$ (million) deflated by CPI index base 1995 (Source WDI)

3.5 Dominance of domestic capital in textile and apphexports

Several points can be made about this growth amartound. First, it was based
on the domestic presence of a vast fibre and é&eXtdse, mainly of cotton, which
influenced the composition and direction of Indie&ly apparel exports. As we saw, the

first export boom was fuelled by demand for indiges fabrics and handloom garments.

3.5.1 Growth with very little FDI

Second, this growth was achieved with very litt2l.F Unlike the importance of
foreign direct investment in countries that havpezienced some of the fastest export
growth in apparel and textiles in recent years$erd is very little FDI in India’s recent
export growth. Between 1991 and 2004 the Indiattiléeand apparel industry had

received only $351 million in cumulative FDI, or 18bthe total FDI inflows into India
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(of $32 billion) during that perio® By contrast, foreign-invested firms account for a
third of all of China’s apparel exports (UNCTAD Z) Bangladesh’s apparel industry
received over 27% of the country’s total FDI (Baugsh Board of Investment, 2005),
and as is well documented, South Korean joint vesstyplayed a critical role in the rise
of Bangladesh’s apparel exports in the 1980s (RI®&®). Similarly, Sri Lanka has an
estimated one thousand garment export firms froncdatries according to a SAARC
study (SAARC 2005 n.d.). Of these, nearly 50% asarB of Investment (BOI) approved
ventures, and account for 90% of Sri Lanka’s tg&iment exports (SAARC 2005, n.d.).
Unlike these and other countries such as MauritMisxico and the Caribbean basin
nations, which similarly have a significant presei€ foreign-invested capital in apparel
and textile exports, India’s textile and appargd@xs are dominated by domestic firms as

Table 4 shows.

Table 4: India’s Leading Textile and Apparel Comparies (2004) — Ranked by Market Capitalization*

Market Net Sales Export

Cap (December  Earnings  Exports Operating
Sector (Uss 2004, US$  (US$ as a% of Profit
Rank Company Location Million)**  Million) Million) Turnover  Margin
1 Arvind Mills Ahmedabad, Bangalore 362.3 327.6 124.7 40% 25%
Indian Rayon & Bangalore, Mumbai, West
2 Industries Bengal 347.0 359.4 86.5 24% 16%
Thane, Mumbai,
3 Raymond Bangalore 331.3 233.8 48.9 21% 12%
Indo Rama Synthetics
4 (India) MP, Delhi 193.4 379.9 86.8 23% 23%
5 Himatsingka Seide Bangalore 160.5 31.6 28.5 90% 41%
Bombay Dyeing &
Mfg Co. Mumbai 153.2 207.6 14.18 7% 5%
Alok Industries Mumbai 137.4 244.1 21.12 9% 18%
Mabhavir Spinning
Mills Ludhiana 137.0 246.8 63.9 26% 15%
9 Welspun India Gujarat, Mumbai 135.6 83.7 62.2 74% 20%
10 Abhishek Industries Ludhiana 98.4 117.4 47.5 40% 22%

Source:ETIG Database cf. "Textiles, Bright Prospects" in The ET500, December 2004, pp. 70, www.economictimes.com
*Ranked by the Economic Times for its ET500 database of the top 500 Indian companies
** All conversions calculated on the basis of US$1= Rs. 43.8 as on February 11, 2005.b

Source : PROWESS (cmie)
Definition: 1) Export as a % of Turnover = Export/Net Sales

16 Similarly other sectors within India have receivied more FDI that the Indian apparel and textile
industry — the Indian auto-industry received 9%lmdia’s total FDI (more than $2.9 billion), and the
electrical equipment sector received 12% in theespariod that the textile industry received 1% (istiry

of Industrial Policy and Promotion, 2005).
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3.5.2 Exports preceded entry of global buyers

Second, although Indian apparel exports are chadn#lrough many foreign
buyers today, few of the largest global playerghair clothing chains were present in
India in any significant way when Indian appareperts first took off in the mid-1980s.
Unlike the key role that large buyers, major daparit stores and global retailers like
Wal Mart, Sears, Nike, Liz Claiborne, VF and othkave played in organizing the East
Asian, Bangladeshi, Sri Lankan, and Latin Americapparel export market India’s
export upsurge in the mid-1980s was driven pringdsy small-volume, direct exports
from medium sized Indian producers to retailersplebalers, and medium sized buyers —
initially in the EU, and subsequently in the US.otligh today the biggest names in
apparel are sourcing directly from India (e.g, GAanana Republic, Ann Taylor, Nike,
Reebok, Liz Claiborne, Tommy Hilfiger, AbercombiedaFitch, Sears, Sara Lee) it is
striking that till the late 1990s, and early 2000w global buyers had a significant direct
presence in India—Wal Mart and Target did not hitnegr own offices in India till as late
as 2004/5; most buyers sourced from India indiyettitough local buying houses and
other intermediaries. That few of the largest globuyers played any direct role in
building deep sourcing networks among Indian predsi@t the start of India’s export
surge in the mid-1980s is in contrast to the cémtda that such buyers or third country
producers (such as South Korean producers in Bdesfg historically played in
initiating and channeling apparel exports from salvsupplier countries (Rhee 1990,
Gibbon 1999, Bair and Gereffi 2002).

3.5.3 Integration without Regional Trade Agreements

A third factor that has driven apparel exports ianm supplier countries, namely,
the incorporation of the supplier nation into majegional or preferential trade
agreements with their main buyer countries-- sueINAFTA, CBI, EU enlargement,
AGOA, is also absent in India’s case. India’s rd@xport growth has occurred despite
its absence from every major regional free tradeemgent (RTA). Table 5 shows a
striking pattern. In the last decade, the fasteswiong apparel exporters among the top
15 exporting countries have been five: Mexico, RomaBangladesh, Turkey and of

course, China. Apart from China, which received shasFDI from Hong Kong, Taiwan
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and Japan throughout the 1980s, and which alorg Maing Kong had already emerged
as a leading exporter of apparel in the late 19805 the top exporter after 1995, the
other four are part of a major RTA, customs unimnbilateral trade agreement. In each
case the supplier country experienced rapid surggese 1990s, after becoming part of its
respective hemispheric free trade agreement -- NMAKT1994 in the case of Mexico,
EU enlargement in the case of Romania, EU custammun case of Turkey, and least
developed country status and tariff-free entry Bangladesh into Europe). Thus, as
Table 5 shows, Mexico, whose apparel exports grew at grassive annual average
growth rate of 17.5% between 1993 and 2003, ineckdts market share from barely
0.5% in 1990 to 0.9% in 1993 to 3.2% in 2003. Oarage Mexico added $597 million
per year to its apparel export value every yeawbeh 1993 and 2003 (sdable 5);
Romania’s apparel exports grew at an annual averaigeof 14% between 1993 and
2003, and its global share rose from 0.3% in 1990.5% in 1993 to 1.8% of the world
market in 2003; Bangladesh grew at 11% annuallwéeh 1993 and 2003, and increased
its share from 0.6% in 1990 to 1% in 1993 and ieafh in 2003. Turkey similarly
increased its market share from 3.1% to 4.4% betvwi&®0 and 2003. India’s annual
average growth of 5% during this period, on pahwiurkey’s, without the benefit of
FDI or the deep organizing role of global buyensparticipation in a trade-enhancing

RTA is thus impressive.
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Table 5: Growth Rates of the top 15 Apparel Exportes between 1993 and 2003
(US$ million and percentage)

Trend Growth Average Annual Global Global Change
Rate (US$ Growth Rate Share Share in Share
Country million) (percent) 1993 (%) 2003 (%) (% pts)
China 1780.5 6.27 14 23 9
China, Hong Kong SAR -286.2 -1.38 15.9 10.2 -5.7
Italy -59.0 -0.41 8.5 7.4 -1.1
Turkey 228.0 3.83 3 4.4 14
Germany -6.9 -0.16 5 4.3 -0.7
Mexico 597.2 17.51 0.9 3.2 2.3
France 8.1 0.12 3.5 3.1 -0.4
India 201.7 4.76 2.3 2.9 0.6
USA -69.7 -1.28 3.8 2.4 -1.4
Belgium* 194.7 5.01 2.4
United Kingdom -90.6 -2.33 2.4 2 -0.4
Indonesia 22.4 0.63 2.7 1.8 -0.9
Romania 225.5 14.02 0.5 1.8 1.3
Rep. of Korea -271.2 -5.85 4.7 1.6 -3.1
Bangladesh 250.3 10.73 1 1.6 0.6

Source: Computed from UN Trade Statistics
Note 1) Belgium growth rates are for 1999-2003
2) All values deflated by CPI index (US$) base year = 1995

3.5.4 Therise of a tier of globally competitive dome$itims

The final point is that this recent growth does fitotery well with standard neo-
liberal narratives of export growth being unleashgdhe liberalization of the economy
in the early 1990s. As we saw, the turnaround pesagl and textile exports was triggered
by the deregulation of the industry in 1985 andaypessive revision of the state’s textile
policy (in 1985, 1988, 1990, 2000 and 2003), rathan by the liberalization of trade in
the early 1990s. The new textile policy of 1985%svaaturning point in spurring apparel
export growth, and helped transform the capalsliaka whole tier of firms. The process
of de-regulation that this revised policy initiatagorked in three specific ways. (a) It
induced cycles of investment and technical upgiadinthe sector, (b) very specifically
promoted exports and (c) diversified the sectabisef base. The government raised the
upward limit on investment allowed to small and medfirms, ancillary units, and those

investing in lagging regions. Exporters had an dveer hand—they could set up units of

21



any scale at any location, and import duty-free mreery and equipment (see
Gangopadhyay and Krishnan 2005 for a detailedfigblicy changes). The government
used generous subsidies, duty-drawback prograresdourage firms to establish export
oriented units, and absorb new technology. Theeas®d investment thus took two forms
— capacity increases and investments in techniocdlemmization. Between 1990 and 2003
the average investment per firm in plant and eqgeipnin the top-ten cohort of textile
firms increased 43 percent in real terms (constaA86 dollars). In the apparel sector --
which was reserved for small scale firms till 2003nean investment per firm in plant
and equipment increased an impressive 315% fro@ illion in 1995 to $5.1 million

in 2003 (in constant 1995 dollars). Two additional measures of the rising capital
intensity and investment in plant, equipment arahnelogy are illustrated in figures 4
and 5. At the industry level, the capital laboicadf textile and apparel firms as a whole
trended upwards throughout the late 1980s and (@ig0re 4);*® Similarly, at the firm
level, investments in plant and equipment (as agugage of sales) as well as gross fixed
assets (as a percentage of sales) increased sharfilg 1990s (se€igure 5).° The
average scale of firms in the textile and appar@listry thus began to increase in the late
1980s and 1990s.

7 Indeed, one of the policy changes in 1985 andnaigal 991 as noted in note 14, was to raise theanpw
limit on investment allowed to small firms.

'8 These figures are computed using Annual Survepdiistries data. Capital employed is deflated using
weighted price series for capital constructed ffiertextile sector by Danish Hashim. See Hashim 005

9 These are calculation for a sample of 77 textild apparel firms for which full panel data is asbie
from CMIE’s Prowess database.
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Figure 4: Capital labor ratio — Indian Textile industry 1974-1998
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Figure 5: Ratio of plant and machinery to sales ira sample of 77 textile and apparel firms 1989-2003

Measures of rising capital intensity in Indian Text iles - 1989-2003
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These investments and cycles of technical upgradiefped transform the
capacities of a whole subset of firms, and with gevernment's generous export
incentive exports grew sharply. For example, AdvMills, the second largest textile and
apparel company in the country increased its eggoom 12 percent of sales in 1990 to
42 percent of sales in 2003 (or from $15 million &11 million in 1995 constant
dollars). Similarly, Raymond Ltd, the third largdsixtile and apparel group in India,
increased exports from 5% of sales in 1990 to 17%ates in 2003° Overall, the
average share of exports (as a percent of totaksah the top-ten cohort of top ten
apparel firms has grown to more than 53% today, ianthe case of the much more
domestically oriented textiles sector, exports tmgd 2 percentage points from 3 percent

of sales in 1990 to over 15 percent in 2003 (cated from CMIE’s Prowess database).

Similarly, the reforms of 1985 also helped diverstie sector’s fibre base. This
diversification is reflected in changing patterrfsconsumption at home as well in the
composition of India’s exports. For example, thestomption of cotton yarn and fabric
within India fell from 76% in 1985-86 to about 6681999 and to just over 50% in 2003
(Ministry of Textiles 1999, Ministry of Textiles 28). Though cotton-based fabric and
garments still constitute 61% of India’s textiledaapparel exports, the share of MMF-
based yarn, fabric and garments in total exporte leadily increased from 14% in
1990 to 19% in 2003 (Seeigure 6). Moreover, by 2003, nine of India’s ten largest
textile firms listed synthetic, man-made or blendelrics as their primary economic
activity (Prowess database 2005). The governmd®&5 Textile Policy thus had an
important transformative impact, even though Irglnerging MMF market is still only
a fourth of China’s (the top producer globally) amalf of USA’s (the second largest
producer), it has grown significantly in the lasotdecades (Ministry of Textiles 2000,
Compendium of Textile Statistics, Ministry of Tdgs 2005).

20 calculated from CMIE’s Prowess database.
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Figure 6: Decomposition of product segment shares india’s textile and apparel exports 1992-2003
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3.5.5 Summary

In sum, then, this section made two points. Fihstf the domestic reforms of the
mid-1980s were critical in triggering growth in thpparel and textile sector. Their initial
focus on investment and technical upgrading intéxtile and apparel sector created a
tier of strong domestic firms in the spinning amgarel sector that increased investment,
modernized their technical base, diversified tipeaduct mix and over time emerged as
leading exporters. Trade liberalization of the 1989@epened the processes that had the

process of deregulation had already begun in 1985.

Second, we also saw in this section that the ealngse of export growth in
India’s textile and apparel industry was differenimportant ways from the experience

of other countries that have emerged as major appaporters recently. In contrast to
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some of its closest competitors, India’s recenboeixgrowth was achieved with relatively
little FDI, without a major role of foreign buyeis deeply organizing Indian supply
networks, and without the trade-channeling effdgbarticipation in any major regional
trade agreements. These data can be read in ty& Warst, that India’s export growth,
though more rapid in the recent past, merely tracksing global growth in apparel
exports during this period (see Ramaswamy and ¢4&98), and that with greater FDI,
a deeper insertion of Indian suppliers into majobgl buyer networks, and participation
in RTA’s, India’s growth would have been much faste

While this may well be the case, as many have arguéhe literature (McKinsey
2001, for example), a second reading of the data,vehich | argue for in this paper, is
that regardless of the debate over the ills or fisnaf the government’s autarkic turn in
the late 1960s and 1970s, the same factors tha bamtributed to the slow global
integration of the Indian textile and apparel sectre also generating unexpected
opportunities for the industry to upgrade itselflaultivate new sources of competitive
advantage that, if nurtured well, have the potémtianove it along a higher value-added

and more diversified growth path of adjustment apgrading, along with scaling up.

4 Legacies of import substitution

There are many criticisms of India’s protectiombtise during the 1960s through
the 1980s. Critics argue the government’s attetmmiontrol and shape the textile and
apparel industry resulted in high costs, technalaigbbsolescence, uneconomical scales
of operation which shackled productivity and ke textile and apparel industry tied to
inefficient scales of production and technologigkKinsey 2001, Hashim 2005, World
Bank 2000).This protectionist period shaped kepdssgs.

There are four key legacies of this earlier petlaat are playing an important part
in the transformation of the textile and apparet@etoday. (1) A history of small batch
production that was inadvertently reinforced by government’s licensing policies, its
reservation policies and labor laws that kept therage apparel establishment small in

scale; (2) generalist skills centered around thaster tailor — who served as master
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cutter and designer and innovator and around whament production was organized.

(3) A large market size which helped anchor dorefitims across the sector’s value

chain—from the mill sector to apparel—and elicitbe rise of a number of regional,

national and sectoral support institutions inclgdiextile research agencies and export
promotion councils.

(4) India’s low labor costs and low wages, whichrevaistorically undercut by
poor productivity. India is generally seen as ofi¢he lowest cost apparel producers
globally. A recent study estimated India’s labostso(total employment cost for labor
across industries) to be amongst the lowest (2B24) in the world, a sixth of even
China’s (13.88 Euro) (Economic Times, 2005), butid's poor productivity has always
undermined its labor cost advantage. Even in thlg @890s when Indian apparel exports
were growing rapidly, India’s productivity laggeehind most of the major exporters of

apparel Table 6 and

Table 7). Thus, even aside from the rigiditiesadticed by some of India’s labor
laws, low labor costs have never automatically ddge to low production costs or low
unit costs in Indian apparel. This mixed cost aizge pushed many better performing
firms to look elsewhere for advantage in the expaatket, as we see next.

Table 6: Productivity Levels of Apparel Firms (Number of pieces per day), 1993

Ladies Blouses Dresses Skirts Mens' Shirts | Men’s Trousers

Hong Kong 20.56 20.17 19.25 20.87 19.25
Taiwan 18.89 12.44 16.63 18.18 16.12
Thailand 16.97 12.19 20.47 19.75 13.08
South Korea 14.59 8.77 17.54 17.39 15.55
China 10.93 7.83 13 13.96 6.71
India 10.18 6.25 9.62 9.12 6.84
Source: S.R. Khanna, 1993, The Challenge of Global Competition in the 1990s. ICRIHR Memo.
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Table 7: Comparative Labor Costs in the Apparel Irdustry, 2000

Country Average hourly wage in US$
United States 11.2
Germany 10
Hong Kong, China 5.1
Rep. Korea 5.1
Slovenia 2.7
Mexico 1.8
South Africa 1.6
Malaysia 1.4
El Salvador 11
Mauritius 0.9
Slovakia 0.9
China 0.9
India 0.7
Sri Lanka 0.6
Indonesia 0.2
Pakistan 0.2
Bangladesh 0.2

Source: ILO 2003, EU 2003, cf. UNCTAD 2005

5 Emerging Firm Strategies

Based on these histories, three major paths ofagliolbegration are discernable
among Indian textile and clothing firms that havecessfully inserted themselves in the

export market in recent years.

5.1 Flexible, small-batch production

As we have seen, the state’s licensing regime abdrl policies historically
pushed the Indian apparel industry toward smalkesoaf operation and small runs rather
than high turnover, low-margin volume productiome$e small scales of operation had
three implications for how the sector developedhey forced firms to learn how to
manage small-batch production and variability idess, efficiently. At the same time,
small capacities of Indian apparel firms orientéeit exports toward the European
market early on, rather than the US -- where ordeese much larger, especially by
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discount retailers like Sears, Target and Walm&n the one hand, this prevented the
early Walmartization of the Indian textile and aggbandustry, and on the other hand it
created more stable, often learning and feedbatnsive ties between the Indian
suppliers and their European buyers. As the tileeahas documented, the links between
Indian apparel exporters in the 1980s and 1990detério be with small and medium
sized wholesalers and retailers or their buyingnegyethan with large chains. Most of
these buyers themselves could not take the riglaming large orders per style — most
sought 2500 to 4000 pieces per order, rather tB&000 pieces. At the same time they
also sought flexibility and the ability on the pafttheir suppliers to handle fast-changing
orders of variable designs and specifications (&lishterview, 2005, Pacific Apparel
Exports, Interview, 2005). Thus, a whole cohorapparel exporters who came on board
in the 1980s and 1990s bypassed the biggest ciptiiains in Europe and the US, and
instead developed relatively longer term, oftendfback intensive relational ties with
their buyers (Tewari 1999). Over time, many exptbecame progressively quite
proficient at handling complex designs in smallsumultiple product lines and volatility
in orders cost-effectively. These traits are esflgcvaluable in an environment where
intense competition, uncertainty and fragmentatiave characterized demand — as it has
since the 1980s — and where customization, vaitigbjood quality and low costs are no

longer niche strategies, but are widely demandeoiuygrs.

When Indian suppliers diversified into the US markethe 1990s, who would
one expect to be their major buyers? Not surggigjnfirms which themselves sought
smaller runs of higher value products of variabésigns have been the key buyers of
Indian apparel in the US market. Buyers like G@gnana Republic, Liz Claiborne, Ann
Taylor, Abercombie and Fitch and department steteh as Dillards, and JC Penny are
some of the prominent US buyers of Indian appay, and began sourcing from India
much earlier than mass-distributors and discouilees like Wal Mart, K-Mart, Target
and others who are only now intensifying their pm@ment from India. Indeed, in
interviews conducted in three apparel hubs achosscountry between 2000 and 2005,
Indian firms themselves routinely reported prefegrio work with buyers who placed

smaller orders than with bulk buyers like Wal Mdbiscount retailers like Wal Mart
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‘offer too low margins,” are too footloose and offiétle room to learn and grow, many
said. Few firms expressed a willingness to taleribk of making large investments in
capacity increases to supply firms like Wal Mant foargins that were far too low to
allow room for growth. Working with buyers who péacsmaller orders of variable

designs has also led to an improvement in theuvatite realization of Indian suppliers.

A central part of the competitive advantage of gpadforming firms that are
supplying to higher value, relatively up-market gpkty buyers such as Gap, Banana
Republic, J. Crew, is their ability to contributedesign -- not only in preparing samples
and prototypes, but in translating concepts intoetias of finished designs, as well as
introducing designs of their own. Several firmyédngheir own design departments and
in the last five years have begun to work closeithwverseas designers and/or agents.
One knitwear firm that supplies to specialty starethe UK and US reported how they
had co-developed and produced a knit polo shirtbdyers like Firetrap and Diesel—of
designs that required “100-160 different operatitmemplement.” Manufactured at Rs.
$22 per T-shirt, these items were retailed at $8key stores, including, Harrods
(Eastman Interview Tirrupur, 2008). As the chairman of another leading textile and
apparel company (Raymond’s) put it in a recentrinésv, “China will be a large volume
player [in textiles] while India will always be agher quality lower volume player...”
(Singhania in the Hindu, 2005). While it is im@ont not to obscure China’s lead in a
range of high quality product segments and its sapproductivity, this example in fact
illustrates a broader trend toward higher valueaaglpexports by a growing subset of
Indian firms and is reflected in the rising unifues of several products in India’s export
basket as we see thegure 7 andTable 8 Figure 7 shows the recent evolution of India
and China’s (inflation adjusted) unit values oftoattrousers and shorts (for men and
boys and women and girls) between 1995 and 200hle 8 summarizes broader data

for India’s unit values in six of its leading categs in apparel exports.

L See also Palpaceur (2004) who reported in a restady on sourcing patterns of French retailers and
how some who source from India reported having ehabeir Indian supplier because of their design
ability (Palpaceur, 2004).
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Figure 7: India and China’s unit values (Inflation adjusted dollars per unit)
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Table 8: Normalized Unit Values for India’s Leading Apparel Exports to the World (CPI base =

1995)

(Constant $/unit)

HS

Code Product category 1995 1996 1997 1998 1999 2000 2001 2002 2003 Trend
T-shirts, singlets of cotton,

610910 knitted 3.1 3.0 3.6 3.0 3.2 3.0 3.0 2.7 29 -0.04
Womens/girls blouses, shirts,

620630 cotton, woven 4.2 4.1 3.9 3.8 3.7 34 34 35 35 -0.10

610510 Mens/boys shirts, cotton, knitted 3.3 11 4.0 3.8 4.0 3.8 3.7 3.6 34 0.12
Womens/girls blouses, shirts,

610610 cotton, knitted 31 31 3.4 3.0 3.0 25 2.4 25 25 -011
Mens/boys trousers and shorts,

620342  of cotton, woven 3.0 2.9 3.0 3.6 3.7 3.9 4.0 4.1 45 0.20
Womens/girls nightdresses of

610831 cotton, knitted 25 24 3.0 2.7 2.8 2.7 2.7 25
Womens/girls trousers, shorts, of

620462  cotton, woven 3.2 31 3.3 3.6 3.4 3.7 3.6 4.2 4.1 0.12
Share of India's total apparel
exports 62% 64% 61% 59% 53% 53% 57% 57% 56%

Source: Calculated from Comtrade Data; CPI base =1995
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As Table 8 shows, unit values of three of India’s rapidly whog export items,
mens/boys cotton trousers and shorts (non-knittedimen’s cotton trousers and shorts
(non-knitted) and mens/boys cotton knitted shirtsaeh registered increases over the last
eight years. The unit value of mens/boys cottongers increased from $3.0 per unit to
$4.5 per unit in real dollars (constant 1995) betw&995 and 2003, and women’s cotton
trousers/shorts and men’s cotton knitted shirth eaided 12 cents per year to their unit
value between 1995 and 2003 (real 1995 dollarsixthErmore,Table 9 shows that the
growth in trade value has continued after the reaho¥’quotas—so far, at least in the US
market (USITC Data 2005F.

Table 9: Post-MFA Growth of India's Apparel Exports to the US, January to May 2005 (Selected
product categories)

2004 YTD | 2005 YTD
(Jan- (Jan- Percent
2004 May) May) Change
YTD2004
SITC -
Number Description In 1,000 Dollars YTD2005
gag7 | Men's/boys’ shirts of knitted or 157,521 | 65565 | 103549 | 57.90%
crocheted textile fabrics
Men's/boys' trousers, shorts etc of
8414 woven textile materials 141,685 61,764 85,467 38.40%
gags | Women'sigirls' skirts and divided 132,716 | 70,390 | 178,017 | 152.90%
skirts of woven textile fabric
Women's trousers, overalls,
8426 breeches, shorts etc. of woven textile 114,833 60,449 68,039 12.60%
fabrics
T-shirts, singlets, tank-tops etc of
8454 knitted or crocheted textile fabric 51611 21,514 41,680 93.70%
All All apparel export categories ,357,070 084,291 1,362,117 38.40%

Source: United States International Trade Commission

It is significant -- and surprising — to see th@id#&y with which design has

emerged as a source of competitive advantage iarfrapparel exports in recent years—

22 USITC data are not measured in the HS system. ddeecdiscrepancy between the categories for which
India’s unit values are calculated (from UN dataYable 8 and figures for India’s exports to the fiin
the US International Trade Commission in Table 9.
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especially given the relatively ‘young’ export st of Indian apparel and the general
image of low quality often associated with someidndapparel exports. As one firm
who is a major supplier for several European and dg&cialty stores such as Nike
explained, “When items have complicated designk waimplex patterns, many fabrics, a
variety of colors -- you have to break them downany different operations and
techniques are required, you have to figure theri (@Bokuldas Exports Interview
2005). When buyers have such items, many of tlesith to come to India, this firm said,
rather than going to Bangladesh or China. “A Ckiérm would probably refuse the
order. In their system, the more complicated th&igie the more complicated the line
gets, and lower the efficiency. This complicates bottom line. It is not worth their
while” — especially if the volumes are small (Gakas Exports, Interview, 2005). Why,
then, would an Indian firm be willing to take theder? Why are buyers like Nike and
others turning to India for the production of itemish complex designs — e.g., shorts and
casual trousers with many pockets, different colodesigns with all sorts of

complications; jackets using multiple fabrics anaotifis?

The answer, in part has to do with an importagaty of the sector’s industrial
organization—the historically small average scaliegperation in Indian apparel created
the conditions for the preservation of generakstss—of the master tailor—at the heart
of the Indian apparel industry. These general @sgpskills allow complexity to be
handled cost-effectively and flexibly given thae thgidities of too narrow a division of
labor are absent The firm mentioned above explaimed Indian firms are used to
handling small-runs, and “We have skilled manpoasxailable cheaply”... [what did he
mean by “skilled manpower?”]...“We have tailors whavk the ability and the
willingness to do complex designs. They have besnglit for years. In China the line
workers are industrial workers — not tailors. Th@bduction line needs relatively simple
designs that can be easily broken down and massiped” (Interview, Gokuldas, 2005).
The flatter division of labor associated with smaflerations, short runs and variable
designs, has both, created a demand for genenpbgairskills at the core of the work
organization, as well helped maintain craft-likdéiskand a generalized design sensibility

within a key segment of the apparel workforce.

33



But it is precisely these two traits of the Indegwparel sector — namely, the small
scales of operation, and the proliferation of th&titution of the tailor in the industry’s
production structure — that have been widely d¢méid as impeding growth, stunting
exports and keeping productivity low (McKinsey 200dashim 2005, Besley and
Burgess 2004, Kathuria and Bhardwaj, Elberi, Hentel Martin 2003). A recent study
by McKinsey in fact makes an explicit case thatidndoroductivity in apparel is sub-par
internationally not because Indian apparel firmes @amaware of frontier technologies, nor
because they do not have access to the latestolegyri{because a subset of Indian firms
have adopted them], but because their scale oabperon average is too small to allow
them to profitably adopt these technologies (MckEin001). The McKinsey study
further links small scales with the dominance & tailor in the industry as causes of the
sector’s low productivity (KcKinsey 2001, Bannerged Duflo 2004)—just the opposite
of the dynamic outlined above. Clearly, the sésdeie operates at multiple—apparently
contradictory—levels. The same factor that at deeel can be debilitating for
productivity growth, can, at another level openngw and quite distinct paths to value
addition.

My point here is not to question the importanceaiing labor productivity in the
Indian apparel sector, nor to dispute the impoeamicscale. The point rather is to call
attention to the contradictory effects of the higt@f small size and small batch
production in Indian apparel, and to argue thangéade the purported down-sides of the
small scales of production, this same history haslyced important capabilities in the
Indian apparel industry, which if nurtured and deped can provide Indian garment
firms with a distinctive additional path to upgnagi Currently there is a lot of pressure
on Indian apparel firms to increase their produttapacities and to scale up to compete
with countries like China, especially after the cemal of quotas. And indeed, as we saw,
the average scale of production of the Indian agdpnrd textile industry has been going
up in the past half decade. While scaling up isarteamt — and is ongoing — India’s
history of small-batch production simultaneouslyecs an additional opportunity for

firms to capture the benefits that their small rafferd by turning to the production of
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higher value-added, higher quality, customized eglpaf complex and variable designs

efficiently.

5.2 Scaling up

That a growing number of Indian textile and appdirehs are leveraging their
traditional capacity to handle small runs and \@ealesigns to move toward the flexible
production of higher value, customized productgsdnot mean that Indian textile and
apparel firms are not scaling up, or producingvi@ume-buyers like Wal Mart, or facing
the growing pressure on margins by ramping up ool volumes. Despite the
assumed reluctance of Indian textile and appamaisfito scaling up in the face of India’s
rigid labor laws and lack of an exit policy, thegMe invested over $700 million in new
equipment, new mills and products and expectegpénd $2.5 billion more by the end of
2005 (Business Week Online, 2062).

The average scale of production in the Indian lexnd garment industry has
been rapidly inching upward in the decade leadipgauthe removal of quotas. Three
features are striking in this regard: First, itsveaded by the progressive liberalization of
restrictions on capacity increases by the govermnnséarting in the mid-1980s and
continuing through the 1990s and early 2000s. As\eted, mean investment per firm in
plant and machinery increased significantly thraugtthe 1990s. Second, there has been
significant forward integration by yarn-makers asmglinning mills into garments. For
example, Arvind Mills, the largest producer of lderand denim in the country and the
3" largest denim producer globally till recently slipg fabric to virtually every major
clothing brand in the world — Levis, Gap, Dockersdaso on. Three years ago it,
integrated forward into jeans and T-shirts, invegtmore than $30 million in 10 new
factories to increase its apparel sales (Intervi@medabad 2005, Business India 2005).

The firm has set up several joint ventures in theaaof blended fabrics, and has

% Though a majority of Indian textile and apparein§ have waited till recently to increase capaititihe
wake of the removal of quotas — and some arevgilting and watching (Interviews, e.g, Karle Exgsort
Bangalore 2005), the largest Indian textile firnas’dr made significant investments to increase geates
of operation in recent years.
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introduced its own brands in the domestic and eaxpwrket including ‘Ruf-and-Tuf
jeans for the mass domestic market. Raymonds, abditbased firm, and one of the
oldest and largest producers of suiting and slgitabric in the country, invested in two
large, highly sophisticated, state of the art fdrsugt and bottom’s factories in Bangalore
in 2003-4. Even before the plants were fully consioised, Japanese retailers had placed
orders for their entire capacity for two years (amusual development given the low

levels of penetration of India’s suppliers in tlapdnese apparel marker).

Third, there is a growing trend of backward intégra by small and medium
knitwear and garment exporters into yarn makingj amgnificant investments in the
adoption of new technologies by firms at every segnof the value chain. For example,
Tiruppur, which has been celebrated for the past d@cades as a vibrant small-firm
based knitwear export cluster can no longer beidered a predominantly small scale
cluster, as the Chairman of the Tiruppur Expor#&ssociation recently noted. “Firms
have been aggressively modernizing in the lastyaers, investing in the latest stitching,
pattern making, cutting, embroidery, and dyeing mraes. If | buy one CAD machine
today it costs me Rs.12.5 million; this itself i® mwell beyond the investment limit for
small scale units. At least 30 garment exportasgelset up their own yarn-making mills.
The equipment is state of the art, and costly. Nointhe mills are small in scale. So,
Tiruppur is no longer a town of small scale prodaceexcept perhaps some job-working
garment converter$* (Interview, Mr. Subramaniam, Tirupur Exporters éaistion,
April 25, 2005).

Finally, firms are investing in what some have @dl'manufacturing services”
(Berger et. al. 1997). Many firms are adoptingdfiven production process control
systems, as well as productivity enhancing auditartiqularly energy audits. Noting
that energy costs generally add up to 11-12% af fwbduction costs, compared with 6-
7% in direct labor costs, many firms reported @ldiinterviews that the rationalization of

24 By some accounts, about 45-50% of all the knitwi@ars in Tiruppur are converters (Nair, Interview
April 28, 2005—many of these may be small in scatethe disappearance of the small firm may be more
illusion than fact.
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energy consumption was often the first, and mogpontant step to cutting costs
(Interviews, Bangalore 2005, Tiruppur 2002, 2005pme firms reported savings of up
to 30-40% in energy costs as a result of these unesaiginterview Precot Mills, 2002).
Many firms have turned to captive gas-fired plaf@specially the larger firms such as
Gokuldas, Karle, Orient Crafts, Raymonds, Intenge®005) while clustered firms such
as in Tiruppur, especially in industrial parks, éaet up captive and dedicated sources of

power.

Rationalization of energy use and attempts to loemeergy costs are closely
related to automation. Automation, and the deplymof extensive electronic
production tracking systems as well as statispeatess control systems to monitor work
flows, is associated with efforts by apparel andile firms to raise productivity and
lower wastage, cut down-time, reduce rejectionsrads well as to ensure consistency.
Automation seems to be as important to firms ttratlpce high volumes-low-margin

customers as to those who are investing in desitgmsive operations.

In firms that are deploying flexible productionsggms and are focused on small
runs of high value products of variable designdpmation is often skill-enhancing
(Applebaum 2004). Even as skill-biased technitange pares down the workforce, the
existing workforce needs to be better trained. nfentioned earlier, this is reflected in
reports across Tiruppur, Bangalore and Chennaiirofsfthat are paying higher than
average wages to retain skilled workers, and wheasg in Tiruppur — the fastest growing
non-production investment in the region is in thevelopment of the city's training
infrastructure (Interview, Chairman, Tiruppur Ex{ges Association, 2005). In firms
such as these where profitability has been rismgecent years, technical change seems
to be accompanied by rising wages and greater warkeing. In future work it would
be useful to compare firms selling to different dsnof buyers with respect to this
relationship. Finally, in many cases automation ahdé adoption of production
monitoring technology appears to also be closeBoaated with the procurement by
firms of quality, labor and environmental certifices such as ISO 9000-1, ISO 14000,
SA 8000 and the Oekotex labé&lhough outside the scope of this paper, it is irtgrdrto
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note that this adoption of global standards has l@esociated with a market widening
and unit value enhancing effect in some emergeands of the literature on Indian
textiles (e.g., Century Mills ) and related sect@se Robins and Roberts 1997, Schmitz
2004, Debroy 2005, Tewari 2005). The mainstrearv\hewever continued to be that

stringent international standards often act astadaff-barriers (RIS Policy briefs 2003)

5.3 ‘Customized mass production’

India’s past strengths are shaping in powerful wenes direction of its future
comparative advantage — For example, home furrgshimd textiles is emerging as a
major growth sector of India’s exports in the Igstr, and especially in the first few
months after quota removal (See Table 10). Thigesin the growth of home furnishings
relies in very important ways on the diversity afcal fabrics available in India,
especially handlooms, cotton, silks and blendse filwrturing of a deeply rooted textiles
base in the past, and the strength of cotton imtheof the India’s rich fiber base, are
now being leveraged by entrepreneurs who are cangplacal, high quality fabrics with
new designs, novel product development strategidsnaodern technologies to cater to

new export markets.

The example of Himmatsingka Seide Limited (HSL)Bangalore based top of
the line exporter of high-quality silk fabrics ahdme furnishings illustrates well the
dynamics at the high end of this trajectory. HSLswaorporated in 1985 — just after the
initial deregulation of the textile industry andaatime when apparel and textile exports
were first taking off. HSL is situated in a grefegld site on the outskirts of Bangalore—
a peri-urban location that is becoming the hubef iextile and apparel investmefits.
HSL is a high value niche player. Though smalleémts of sales -- only $34 million in

2003 -- when compared to the largest textile fiimshe country with more than $350

%5 Most of the new integrated mills and apparel firamsploying state of the art technology are located o
the fringes of Bangalore -- away from the so-chidd centers of textile production (in Mumbai, @hai
and Ahmedabad) or as some put it, away from tles sit the ‘old industrial relations’(Interview, Blagiya
International, Delhi 2003). Greenfield sites pravidasy access to the local rural workforce, mostly
women.
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million in sales, it is one of the most profitaldempanies with operating profit margins
consistently between 40%-46% for the last decadgl (hhterview and Annual Report
2005).

Table 10: Post-MFA Growth of India’s Textile Exports to the US — Selected Categories

2004 2005 Percent
2004 YTD YTD Change
YTD2004
SITC -
No. Category In 1,000 Dollars YTD2005
India is
Bedlinen (bed, table, kitchen top
6584 N ! ! 554,997 214,546 283,631 32% supplier;
toilet) L
China is
3rd
India is
6585 | Curtains and home furnishings 151,397 61,576 70,007 14% 2nd after
China
. . . India is
es41 | Wovenfabricofsikandsik |10, 061 | 41453 | 41,916 1% top
waste .
supplier
Made-ups (n.e.s.) of textile o India
6589 materials 80,888 32,557 35,695 10% ranks 5th
India is
6581 Packaging materials (textiles) 26,278 7,996 13,614 70% 3rd
largest
6583 Blankets and trav_ellng rugs 20.265 8,057 10,759 34% India
(not electric) ranks 5th
. . ) India is
6539 Woven pile, chenll_e fabrics of 13,686 6,552 8,623 3204 top
man-made fibres .
supplier
Total - (Above 7) 951,572 372,737 | 464,245 25%
Others 691,764 283,591 315,587 11%
Total Textiles 1,643,336 | 656,328 | 779,832 19%

Source: United States International Trade Commission

HSL has a narrow focus — it focuses predominantlyx\@me furnishings (curtains
and upholstery) of silk for the high end export keaf® It is almost entirely vertically
integrated - apart from filament yarn and silk teaghich are imported from China,
every aspect of the production process — from tbegssing of the yarn, to designing and
weaving and finishing of the fabric is carried aothouse in a two-million-meters-per-
annum capacity plant with 115 computerized loonte (fargest silk manufacturing

facility in India). Yet, despite its integratedciities, the company’s central focus is on

% HSL's clients include, Jab Joseph Anstoetz, Gegmafimmer + Rhode, Germany, Christian
Fischbacher, Nobilis, France, Ralph Lauren HomeRwigert Allen in the US among others
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the design and rapid delivery of small batches ighlly customized home-furnishing
fabric that fetch high realization rates. Withitgl runs of 120m to 150m per customer,
HSL's unit values of its custom-designed produats about $US 20 per meter on
average — about 60% higher than the industry mé&seryiew, HSL, 2005 and HSL
company documents). These $20/m products ardeetai $100-$120 by its clients in
the EU and US. Ninety percent of these designslane in-house in what the firm calls
its highly technically sophisticated “design kitclie where the company uses
sophisticated process control systems and compatefacilities to mix and match and
develop its finely detailed and finished produdise company, with 650 employees, and
huge market capitalization of $160 million (neaBlyimes its annual sales of $34 million)
HSL has a portfolio of 20,000 products, and intraes 2000 new products per year, on
average. (Interview, HSL, Bangalore, 2005).

Given how heavily the company relies on designiskiuality control and
technology, HSL has a highly skilled workforce. HSUabor costs (total cost to
company) are on average 2-4 times higher thanntthestry norm: Rs.14,000 ($320) per
month for skilled production workers, Rs. 24,00858) per month for textile engineers,
and Rs.12,000 ($275) per month for the rest ofpiteeluction workforce. The average
wage in the textile industry is Rs. 5-7000 ($11®®1per month at the high end, and
$40-$70 on average for production workers (Intewi¢SL, 2005, Company data). Yet,
despite high costs, HSL is one of the most protidioms in the industry as we saw. Its
flexible production structure and high position tiee value chain, good performance
appears to overwhelm its production costs. Nimpagcent of the company’s product is
exported, 48% to the EU, 34% to the US and the iratea to other countries.

Resembling a pattern seen in most of the leadixtjedeand apparel firms in the
past decade, HSL has recently become insertedeimddmestic market. Anticipating a
tightening of competition post MFA, and pressure roargins given poor consumer
spending in Europe and the US in the past few ya¢48 launched its own brand —
Atmosphere — through five dedicated retail outlatéour of India’s largest metros. Its

next steps are to open similar stores in high-erdket segments of other emerging
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markets — Brazil, Mexico, Hong Kong and others. rlext step involves a move into
value added made-ups from fabrics, including higtl apparel. It recently entered into
collaborations with a high end Italian bed-linersidaer and retailer to market brand-
name designer bed-linen (packaged sets) in topspatialty stores across Europe
(Interviews, HSL, Bangalore, 2005).

At the other end from HSL are companies like Wetsprndia Limited (WIL)
Asia’s largest, and the world’s fifth largest, Tyetowel producer. Both HSL and WIL
are vertically integrated companies, but while H&tenuously distinguishes itself from
the Wart Mart model (“we don't sell to Wal Mart; veell to Ralph Lauren Home”),
WIL's aim is to be the largest mass manufacturemafie-ups. It wants to “replace US
home-textiles giants Pillowtex and West Point Stsvas the largest home-furnishing
manufacturers” and is committed to making the itwests that it will take to do so
(Asian Textiles Journal, 2005). It is already @fiéNal Mart’'s largest Indian suppliers.
A part of the Welspun group of Companies, a diviesdibusiness house owned by the
Goenka family, WIL began operations in 1985 (thensayear that the New Textile
Policy was introduced) with a POY texturizing plarit 1993 it integrated forward into
Terry towels; two years later it integrated backigainto cotton spinning; four years later
it formed a joint venture with an Italian compatoymanufacture bathrobes for export
markets, and five years after that, in 2004, it \getan integrated bed-sheet/bed-linen
project (sedrigure 8). A supplier to 12 of the top 20 retailers of twerld, its primary
buyers are Wal Mart, K-Mart, Target, J.C. Pennymioy Hilfiger, Shopko, Calvin
Klein, among others—just the opposite of HSL's.réaent years WIL has invested over
$323 million to increase its capacity from 11,5084 of towels per year to 24,500 tons
per year, and diversify into bed-linen and otherdeaps. Just like HSL, it has also
launched its own domestic brand, ‘Spaces.’ In tiet three years, alongside exports, it
plans to invest nearly $12 million to open 125 itestores across India to market its
domestic line of made-ups and bed-sheets (see &ssindia 2005).
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Figure 8: Welspun group of companies: The trajecty — 1985-2005
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Source: Welspun India Limited — company website

In between firms like these are smaller players sehexport and domestic market
strategies mirror the diversity that is emergingpamIndia’s largest firms. For example,
a medium sized Bangalore based exporters of gasni{gm Choudhury group) used to
“produce whatever orders came our way — shirtstspdmds wear “— till two years ago
(Interview, 2005). The company, which has 1500 mraes in 10 units of 150 each,
followed a ‘turnover’ based model — low prices, stantial runs, but with neither the
massive scales needed to make the ‘high turnoveniargins’ model be profitable, nor
the work organization to deal with variable desjgi® company changed strategies in
the early 2000s. Feeling the pressure on pricestladsqueeze margins (which were
about 5%), the company decided to move out of tineover business, and into a niche
where large volume producers like China and Baraghdwere not threats.
fashion-based women’s and girls’ tops and clothivigch had a dominance of hand-
crafted finishes and operations (embroidery, aherlabor-intensive processes). While

it modernized and automated some of its productmwacesses (button holding,

It chose

hemming), it intensified the use of skilled workengerall. The company now produces
small batches (not more than 3-5000 per order)ahen’s fashion-wear for retailers in

the EU and US market. The company’s profits hasenrto 40%, and sales have gone
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up (Interview, Vishal, Chowdhury group, 2005). higygest worries are shortages of
skilled workers, and high turnover (about 10-15%jick puts pressure on turn-around

times, quality and consistency.

A second example is of a large CMT (cut-make-triexporter also based in
Bangalore (4000 machines) who similarly pared datgnproduct focus (shirts and
bottoms), and turned to automation and design fwowe its bottom line. One the one
hand, it adopted extensive process control systerdgjuality circles to track production,
cut wastage and improve productivity in its CMT gi®ns; on the other hand it began
to explore partnerships with freelance designerdlémv York to collaborate to design
medium-end shirts and bottoms for retailers (suslDalards and others) - Interview,
Karle Group, Bangalore 2005, see also Singhal, 2684a general discussion of the

evolving structure of Indian apparel supply chains)

Clearly then, the theme of leveraging small promunctuns, incorporating design,
and technology, especially IT-based productionisesy while scaling up are some of the
patterns that cut across the emerging firm strage@i the textile and apparel industry

today.

We can now sum up several common patterns runstnesecent trajectories of
top performers in Indian textiles and apparel etgor(@) a background in textiles, (b)
recent forward integration into value added apparel/alue added fabrics (technical
textiles), (c) strong use of technology, especialbftware based systems monitoring
protocols, and other production and process trackiystems to streamline production,
(d) an emergent focus on design (and in some casehict development), (e) and
institutional investments in western markets—esgBciin the strategic purchase of
small design and distribution networks in the majuarkets in the US and EU (See
Tewari 2004). Indeed, nearly all the major exparteave rapidly developed a global
strategy, involving not just exports, but (modesterseas investments in asset
development (in distribution, design and manufaot)r including technical tie-ups with
western partners in the production of the nextegation of textile products -
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particularly, high value technical textiles (seew&e 2004). For example, Madura
Garments recently signed a technical collaboratih Outlast Technologies of the US
to develop a new range of “smart garments” under\tan Heusen label, including the

launch of “cool pants” for the Indian market (Busss Standard 2005, Jayaswal 2005).

6 Blurring of the boundaries between domestic and exqt markets

In addition to the patterns above, four additidiaators are transforming supplier
capacities in ways that are blurring the boundabesveen firms producing for the
domestic market and those producing for exporfsDgepening local capabilities in the
area of logistics (warehousing and customized imaclsystems), (2) the surprising
emergence of design as a source of competitiverdgaga in Indian apparel; (3) the
growing importance of outward-bound investment bglidn apparel firms as a way to
counter the exclusion of India from all major remab trade agreements and the
advantage of tariff free entry into major markdtattmany of India’s competitors enjoy
(Mexico in the US markets, Turkey and Bangladesklihmarket, Eastern Europe and
EU enlargement that Indian exporters feel many)feshd (4) a growing focus on
domestic brands. In this regard a new developmerthe increasingly key role that
organized retail is playing in structuring the kuwili domestic market, reinforced in
particular by rising incomes and growing purchagiogver among consumers in rapidly
growing sectors of the economy such as informatemhnology and business process

outsourcing (BPO).

6.1 Domestic brands, design and retail

Virtually all the top exporters have introducediti@vn brands in the domestic
market and are aggressively positioning themselwiisin segments of the domestic
market?’ They are developing their supply networks, cayjwut their own distribution
networks, seeking distinctive niches and generaligking out their terrain in the
domestic market to consolidate their first movevaadage before the government opens

up the retail sector to foreign direct investmemhough some domestic clothing brands

%’ These trends began about a decade to fifteen ggarsSee Tewari (1999).
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have been around for decades (e.g, Zodiac, Montk,(Raymonds, Grasim, Vimal),
and several franchised foreign brands (especiallyeén’s clothing) had began to surface
in the Indian market nearly fifteen years ago (e/gn Heusen, Peter England, Lacoste),
the rise of domestic brands as an explicit grovithtegy began a decade ago with the
highly successful launch ofolour Plus, a ready-to-wear mid-market label of the
Ambattur Clothing company, a leading exporter opael to top end US buyers
(Interview, Chennai 2001). Soon after the launchyrRond’s, one of India’s foremost
textile and apparel companies bought Colour Plod,@opularized it across the country
through its dedicated chain of retail stores. Aoselcbrand, ‘Pantaloon’ emerged around
the same time, in the same way (see Mukherjee at®l PO0O5 for details). Since then,
nearly all major exporters and domestic manufacsunave sought to combine a focus of
the domestic branded garment segment and an dxgtiail strategy. Welspun recently
allotted equity shares and warr&fitso raise funds for brand development, and retail
investments in India as well as international disttion alliances, and plans to open 125
retail stores over the next three years (Businedg) 2005; Welspun Annual Report
2005).

Orient Craft, a Delhi based garment exporter algonthed an aggressive
expansion program to launch its own labels in Indra in the US (Goyal 2005).
Raymonds recently announced plans to invest in thethbackward and forward linked
ends of its business. At the back end it is inmgs®41 million to enter into a 50:50
venture with Cotonificio Honegger, a part of Gruppambaitti, a high fashion Italian
cotton textile group to make high value shirt faband at the other end has set up two
new facilities for US$ 14 million near Bangalore groduce branded shirts and demin
wear (Chatterjee 2005). At the same time it propaséanvest nearly $0.2 billion in 2005
to set expand its retail and distribution networikhim and outside the country — adding
more stores under its high end Monzoni brand, amirg its Park Avenue showrooms
and “adding 20-30 retail stores every year for tiext few years” (Chatterjee 2005,

guoting a Raymond’s official).

2 At a face value of Rs. 10 and at a premium ofIR8. (Business India 2005).
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Similarly, Arvind Mills, the large denim producehat recently diversified into
jeans, designer T-shirts and casual shirts, not loas developed dedicated brands for its
various quality products at different price poirttsit has developed a novel distribution
strategy to retail low-cost jeans to the rural &amdconsumer. Its Ruf-n-Tuf line of jeans
priced at less than Rs. 300 ($7), uses the preferamong many consumers for home-
tailored clothes and the ubiquity of tailors acrtiss Indian landscape, to market ready-to
assemble kits of jean parts through local tailbeg re locally stitched according to the
size and specification of the buyer. After goihgouigh a period of learning when the
brand almost did not survive, the company succégsttlaunched its rural brand again
in early 2005 (Interveiw, Ahmedabad, January 200R)e rising importance of branded
segments in the domestic market combined with tlesspire of import-competition, is
blurring the boundaries between exports and domestiduction in countries with large
home markets, such as India. Processes such s dhe thus creating demand in the

domestic market for the same traits that are vailieigmanding export markets.

All of these developments in retail are furthemigeieinforced by the rapid rise of
malls across urban India. With the proliferation roélls, the establishment of theme
stores, franchises and the rise of hyper-markehdts (such as Pantaloons’ Big Bazaar),
demand for store space for ready made apparelrggngu(see Mukherjee and Patel
2005). These shifts in retail are fuelling the dewh for good quality and trendy apparel,
which is in turn deepening the importance of desigthe domestic market. Indeed, the
rise of a younger class of middle-class consunsgawned by the booming BPO and IT
sector, has led to burgeoning demand for locallyigteed, ready to wear clothing in
Indian metros. As many recent surveys have notgith good salaries, strong peer
pressure and the growing availability of brandsossrproduct categories, spending in
retail is being driven by the youth segment in éaegnd mid-sized metros (Bhushan and
Anand, 2005). Sales of cellphones, branded garmémgh-end jeans, shoes, music
systems, bikes and entertainment are driven by cavwumers in their early 20s. As a
manager in a mall (Shopper's Stop) recently not¥de “see a lot more younger
consumers shopping in our stores now. They fatha20-25 year bracket, and shop a

lot more even though their budgets are relativemalger” (cited in Bhushan and Anand
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2005, see also Verma 2005). Though this market sagm still relatively small, it has

nonetheless provided openings to aspiring designdrglia from the demand side.

A new trend observed in recent years is the arrvaindia of expatriate and
western designers (from France, Italy, UK) wholagginning to form joint ventures with
Indian designers to cater to the domestic and éxparkets (See Tewari 2004). For
example, ‘Lecoanet India’ a France-based apparghdeirm headed by an expatriate
that had design studios in France and a factoryainia, on a trip to India in the late
1990s forged ties with local designers and manufacs and decided to move the factory
from Latvia to India. Then, a few years later,\tlmoved the design center to India “to
be closer to the producers;” “Design must catethts way people work” (Interview,
Rewal, New Delhi, 2004). Eventually the companyvetits entire staff—one Swiss
designer, two Latvians, and one Romanian to Indiarrently it is building a “Design
Loft” with the help of an Italian consultant, inghnformation City technology park, in
the heart of the BPO region of Delhi-Gurgaon. (iwewv, Rewal, New Delhi 2004).

The broader point here is that there are largele seffiects of these industrial
shifts. For example the rise of the BPO and ITi@sc- the fastest growing industries in
the past decade—is fuelling demand via importabnme effects for higher value
products that is supporting the expansion--indeezhton—of new domestic market
segments that are higher value and more skill-siten The BPO and IT sector boom
has endowed a new, and younger segment of thenjuviarkforce with much higher
purchasing power than it previously had accessltus segment of the workforce - with
particular tastes is fuelling demand for domesiitd( overseas) branded apparel at a pace
not seen in the home market before. This demaralgsnented by the arrival on the
scene of retailing formats such as malls that amviging ready outlets for goods
catering to this growing market niche. Thus, frdma demand side, this preference for
higher value apparel, and the growing availabibfyorganized distribution channels
through which these products can be marketed mtingethe conditions for the rise or
development of whole new segments of the appadelsiny in India that did not exist

before, which in turn can fuel new, higher valupatalities on the supply side, across the

47



value chain. Investments by the government twades ago in institutions such as the
National Institute for Fashion Technology, is reiting this “market-creating” cycle by
generating a supply of skilled local designers wah® progressively becoming absorbed

in the new cycles of demand.

7 Conclusions

This paper examined India’s recent integration i@ global apparel market to
understand alternative forms on global inserticat ttire occurring, especially in light of
the elimination of quotas. The paper made thraatpoFirst, it showed that India’s
(evolving) path to integration in the world marketclothing has been quite different
from the experience of many of its competitors.idigltrajectory does not fit very well
either with neo-liberal arguments about the dewgn of the Indian economy in the
early 1990s unleashing the growth potential of dandapparel (Indian apparel exports
took off in the mid-1980s), nor with the trajecesiof other successful exporters — e.g.
FDI-led integration into vertical clothing chainentrolled by dominant global buyers (as
in the case of Bangladesh, Sri Lanka, Mauritiusn@&y or by entry into regional trade
agreements with major importing countries (MexiG@aribbean basin, Eastern Europe
and North African countries on the European rinn)by massively scaling up production
capacities driven by sustained and deep incorforatito the outsourcing networks of
some of the world’s leading clothing buyers (ChiBast and South-East Asia). Though
the Indian government is now attempting to atti@dt into textiles, apparel and retail,
and domestic firms are scaling up rapidly as welegploring global partnerships, these
features havdollowed successful integration into export markets, rathan led to it.
An understanding of the Indian case thus offergyiris into alternative trajectories of
upgrading and global integration that do not depsmdentrally on prior participation in
regional trade agreements, on major FDI, or on degpgration into the world’'s major

clothing value chains.

Second, the paper argued that India’s rather gaerlergence as a successful

textile and garment exporter after years of inwargentation had more to do with
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changes in domestic policy that took place througtibe 1980s and 1990s -- and how
these changes interacted with global trade reguaton the one hand, and with ongoing
transformations in the Indian domestic market o d@kther -- than with purely external
factors. The internal deregulation of the mid-19&Pxouraged a steady build up of
domestic investment and induced cycles of technodbgpgrading within the textile and
apparel sector in ways that targeted both exparts the home market. The external
sector reforms (trade liberalization) of 1991 dewmuk some of the trends that
deregulation had produced. The strong tier of ddimésms that the earlier reforms had
created, are now at the vanguard of India’s growgiapal presence in clothing and
textiles. These domestic firms, with their backwln#tages into an extensive domestic
textile base, have now increasingly transitionet ifull package supply and branded
manufacturing. These domestic firms are thus ptaya stronger role in the
internationalization of Indian textiles and appareln major external drivers such as the

role of global buyers, FDI, or preferential tradgeements.

Finally, the paper argued that some of the sam@rfa¢hat account for India’s
slow integration into global textile and apparelrketis have also, indirectly, provided
subsets a segment of the industry with opportuisittemove along a different, more high
road path to upgrading and export growth. The featassociated with this growth path
are a flexible organization of production that caocommodate small-batches of
increasingly design-intensive and higher value pobdcategories. Rapid automation
accompanied by a rising demand for skilled workexs put a premium on training which
in turn is associated ironically with a tight labmarket, better working conditions and
higher than minimum wages for a subset of the wsrkethis labor-intensive sector. As
the Indian textile and apparel industry adjust&uncertainties of the post-MFA world,
an understanding of the diverse paths of adjustraérthe firm level is critical. The
presence of a strong set of internationally integtadomestic firms, a growing design
sensibility, and the emergence of a set of upgrpdincesses that are not necessarily tied
to commoditized labor or deep dependence on fosélapobal textile value chains is a

hopeful finding.
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