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High input and manufacturing costs have made it virtually impossible to supply fabrics to exporters at rates
that would enable our manufacturers to compete effectively in the international market. The size and internal
efficiency of the synthetic fibre producers will determine the substantial growth of India's garment export industry in the future. Therefore, while the long-term policy should be aimed at strengthening and diversifying our
domestic textile base, the short-term solution will have to centre around facilitating the import of fabric.
This paper analyses some of the relevant aspects of India's garment exports which include an analysis of market
shares, product composition, production structure and the international trade regime.
Introduction
T H E performance of India's garment
export sector epitomises how an efficiently
managed labour-intensive sector can be
transformed into a prolific foreign exchange earner. During the second half of
the 1980s export revenues from garment
exports have increased in a manner which
is unprecedented in India's trade record.
W h a t has been particularly beneficial to
the Indian economy is the fact that these
exports have taken place with very little
import content. Today garment exports
account for about 15 per cent of the country's export earnings and has become the
single largest net foreign exchange earner
The garment export sector has centred
around an extensive subcontracting system
which made use of powerloom fabrics and
second-hand machinery. H a r d currency
areas like the US and the EEC have been
the principal markets for I ndia's apparel
exports. The clothing industry in the
developed western nations is characterised
by a large degree of protectionism which
has been manifested in the form of high
tariffs and quantitative restrictions incorporated in the M u l t i Fibre Arrangement
(MFA). Although these trade bajriers have
acted as a major stumbling block India
has been able to reap the maximum
benefit from this constrained scenario by
fully utilising the quotas that have been
made available. Our record in clothing exports no doubt surpasses that of any other
manufactured item we have exported so
far. Al the same time, it would be complacent on our part to presume that our
performance is without blemish. A disquieting feature of our record in garment
exports is the lack of an adequate fabric
base which has stymied our efforts to attain the requisite degree of diversity in
terms of both product composition and
markets, A brief outline of the four sections in this study is described below:
Section I focuses on India's overall
performance in the garment export sector.
Besides an analysis of the general uptrend
in growth, a comparative assessment has
been made vis-a-vis the leading garment
exporters in the international market. SecEconomic and Political Weekly

tion II delves into the production pattern
in the Indian garment industry and highlights its dichotomous nature insofar as
manufacturing for the domestic market
and overseas markets are concerned. Sect i o n I I I describes the regulatory regime
governing the garment export industry. International trade in garments has to contend w i t h severe protectionist sentiments
on the part of major importing nations
and the rules of the game have gone much
beyond what is ordinarily laid out in
G A T T provisions. W i t h the M u l t i Fibre
Arrangement ( M F A ) in operation, international trade in garments is largely
governed by the international allocation
of quotas. Section IV examines the trends
in the value of garment exports as well as
movements in unit values expressed in
terms of both dollars and rupees. The
paper concludes w i t h some policy recommendations which may facilitate our attainment of the status of a global player
of significance in garment exports.

I
Indian Garment Exports
TRENDS

I n 1991-92, India's exports o f
readymade garments are estimated to have
reached Rs 6,282 crore which is almost
double the value obtained in 1989-90
when garment exports amounted only to
Rs 3,472 crore. If one were to exclude exports of gems and jewellery where the i m port content is very high and value added
is very low, readymade garments are today
India's number one manufactured export
item. India's garment exports were rising
at an annual compounded rate of 22 per
cent throughout the 1980s. Over the fiveyear period from 1985-86 to 1989-90 garment exports have been growing at an
average annual rate of 32 per cent. Prior
to 1960-61 there was virtually no export
of readymade garments from India and
in that year they were a modest Rs 0.85
crore. In 1970-71 the value of garment exports was about Rs 30 crore and constituted 2 per cent of total exports and 3.8
per cent of manufactured exports. 1 But
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since then exports of readymade garments
have recorded a phenomenal increase,
more so in the 1980s. They reached Rs 200
crore in 1975-76, Rs 565 crore in 1980-81
and Rs 1,106 crore in 1985-86. In 1990-91,
the share of garments in India's manufactured exports went up to more than 17 per
cent and its share in total exports was 12.5
per cent (Table 1.)
A l t h o u g h garment exports have been
rising consistently over the entire period
two significant phases of growth can be
discerned. The first major burst of growth
was witnessed during 1970-71 to 1975-76.
During this phase the share of clothing in
manufactured exports rose from 3.8 per
cent in 1970-71 to 11.1 percent in 1975-76
and its corresponding share in total exports rose from 2 per cent to 5 per cent
The boom in clothing exports at this time
was associated with the enormous increase
in demand for Indian handloom garments
and other indigenous fabrics in the US
and Europe.
The second garment export boom commenced from 1983-84 onwards and seems
to have sustained itself. Latest figures indicate that w i t h i n a span of six months,
i e, January-June 1992, the export figure
has reached a level of Rs 4,400 crore which
shows a positive variation of 21 per cent
over the corresponding period last year.
Going by the current explosive trend, garment exports should cross the 1992 target
of Rs 7,400 crore (US dollars 2.7 billion).
A sustained upsurge of such proportions
is almost unprecedented when viewed in
the context of India's manufactured
exports.
This sharp uptrend in garment exports,
can be attributed to various factors. The
major markets for Indian garments continue to be the US and the EEC. Exports
to both these markets have shot up considerably. What may have facilitated this
is a renewed consumer preference for cotton garments in the developed countries.
This seems to have revived the world trade
in cotton garments. Moreover, there was
a world-wide shortage of cotton after 1986
which inflated the price of cotton garments traded in the international market.
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C o t t o n is the fabric base for more than
65 per cent of the garments exported from
India, and so we have obviously capitalised on these circumstances. Secondly, the
availability of more levels in bilateral
agreements under the MFA 2 have given a
boost to exports in restrained countries.
In 1987 the US increased its base level
quotas for India by 17 per cent and again
by another 18 per cent in 1988. The EEC
increased its quota allocations to India by
15 per cent in 1987 and by 28 per cent in
1989. A n d finally, Indian garment exports
have evidently benefited f r o m some of the
government measures announced in recent
years to help the export sector, which include inter-alia, duty drawbacks, advance
licensing and the provision of cash compensatory support. (The last provision has
now been withdrawn).

ly a reflection of the recession in world
demand for garments. T h i s is corroborated by Table 3 which shows that world
garment imports stagnated between 1980
and 1983. Consequently w o r l d exports of
clothing also stagnated during this period
as is indicated in Table 4. Fven the value

of garment exports from H o n g Kong, the
world's number one exporter, registered a
decline. However, the recession was shortlived and Indian garment exports gained
considerable m o m e n t u m f r o m 1984
onwards.
We have seen that the growth in Indian

A more realistic picture emerges when
one analyses the value indices of Indian
garment exports at constant prices. This
adjusts for fluctuating foreign exchange
rates and general rise in world prices. The
currency that seems most appropriate for
evening out exchange rate fluctuations is
US dollar as the US is the c o u n t r y which
has absorbed the largest share of India's
garment exports. Table 2 shows Indian
garment exports expressed in US dollars,
first in current prices, and then in constant prices, deflated by a manufacturing
unit value index. A fairly consistent upward trend in the value indices of garment
exports is apparent. The only diversion
f r o m this upward trend was a marginal
decline f r o m 1977 to 1978 and a more
pronounced decline in 1982 and 1983. But
these shortfalls were of a transitory nature
and the result of certain exogenous
factors.
In 1977, the volume of demand for
Indian garments was constrained by some
alterations in the M F A whereby the exemption previously granted to Indian
handloom products was withdrawn. As
mentioned earlier, Indian garments made
of handloom fabrics had become popular
in European a n d American markets during the first half of the 1970s. The demand
for these items was able to flourish as
there were no stringent quotas restraining
their export. The M F A had initially exempted Indian handloom fabrics from the
quota restrictions facing millmade garments in Europe and the US. But the
subsequent modifications in the M F A in
1977 discontinued this. A l t h o u g h handloom products still enjoy some preferential treatment under the M F A , the terms
and conditions are not as liberal as they
were during the early 1970s.
In 1982 and 1983 the value of Indian
garment exports even at current prices had
declined. This implied a substantial reduction in the value indices at constant prices
for those years. But this decline was large-
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garment exports over the last twenty-five
years has been or a high o r d e r But when
viewed in the context of w o r l d trade in
garments it appears that the growth has
not been high enough. Despite high
growth rates Indian garments still constitute a small fraction of w o r l d trade in
garments. Garment exports from India
were only 0.6 per cent of the value of
world exports of clothing in 1970. This
share rose significantly to 1.6 per cent in
1976 but stagnated thereafter. In 1988
India's garment exports reached $ 1,544
m i l l i o n and acquired a share of 1.8 per
cent of world exports. Latest reports suggest that at $ 2,402 million in 1991 Indian
garment exports are about 2 per cent of
world exports, but information is sketchy.3
Table 4 shows that during the 18-year
period from 1970 to 1988 the share of
developing countries in world exports of
clothing has more than doubled from 21
per cent to 56 per cent. A n d from 1984
onwards the market share of developing
countries has exceeded that of the developed countries. However, India's share in
developing market economy exports has
not shown much improvement. Starting
from a share of 2.6 per cent in 1970 it improved to 4.2 per cent in 1976 after which
it has witnessed a declining trend. The
spectacular performance of other developing countries like Hong Kong, South
Korea and Taiwan have to an extent overshadowed India's own good performance.
In spite of the increasing overall share
of the developing countries the world
rankings in terms of value of garment exports have not been subjected to any
major upheavals over the last decade or
so (Table 5). Hong Kong and Italy have
occupied the top position for most of the
last decade. The table indicates that over
the last decade, the share of some developed country exporters like the US, Japan

and the Netherlands has declined. The top
ten garment exporters accounted for nearly 65 per cent of global apparel exports
in 1987. What is interesting is the emergence of China as one of the world's
major garment exporters (Table 6). This
has important implications for Indian garment exports as China has been making
inroads into some of India's major
markets. D u r i n g the second-half of the
1980s Chinese garments succeeded in capturing an increasing share of the US
market while India's share has remained
more or less constant (Table 7). Other
Asian nations like Malaysia, Thailand, Indonesia and Bangladesh have also emerged in recent years as forces to contend with

in the garment export sector.
Although India has to an extent participated in the growth in w o r l d garment
trade since the early 1970s, its own growth
has not matched that of the east Asian
countries like H o n g Kong, South Korea
and China. One factor that has had an i m portant bearing on India's garment export
sector is the limited fabric base. Indian exports are predominantly of cotton fabric,
whereas the bulk of world trade in garments is in man-made fibres. 4 Another
impediment was in the form of the limitations imposed by low quota allocations to
India. In terms of annual growth rates the
performance of Indian garment exports
was impressive in the 1960s and early 70s.

TABLE 5: WORLDS MAJOR GARMENT EXPORTERS AND THEIR RESPECTIVE RANKINGS
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But its corresponding share in world
clothing exports remained low and as a
result India never attained the status of
a leading garment exporter. Quotas are
fixed on the basis of earlier years' exports.
A l l said and done, India could not make
full use of the opportunities available in
the more liberalised trade environment
that prevailed in the late 60s and early 70s.
Today, it has to operate in a far more pro-ectionist envi ronment where the channels
for diverting trade are being increasingly
limited.

DESTINATIONS O F I N D I A N G A R M E N T
EXPORTS

India's garment exports have catered to
the global market w i t h different economies acquiring prominence at different
points of time. In 1970 the erstwhile Soviet
Union was India's major export market
accounting for more than 50 per cent of
the share of India's garment exports
(Table 8a). Over the decade of the 70s the
share of the developed countries increased
rapidly while that of the developing coutv

tries and the Soviet U n i o n fell considerably.5 The large share of clothing exports to the U SSR in 1970 was accounted
for by the huge exports of woollen cardigans to that country. These exports were
maintained in volume terms during subsequent years but their share in total garment exports fell. It is important to note
that exports to the Soviet U n i o n were
negotiated through bilateral agreements
involving rupee transactions. The boom
in garment exports to the US and Europe,
in the mid-70s is explained by the popular
demand for woven outer garments made
of handloom fabrics.
In terms of market shares a more consistent picture has emerged in the 1980s.
The regional breakdown of exports from
1983 to 1989 to major destinations is given
in Ibble 8b. D u r i n g this period the principal export markets for Indian garments
have been the quota controlled regimes in
western Europe and the US The share of
the east European nations has declined
from the level of 15-17 per cent in the first
h a l f of the 1980s to around 10 per cent
in the second half. W i t h the breakup of
the Soviet U n i o n , exports to that region
declined for the first time in recent yean
from Rs 362 crore in 1990 to Rs 287 crore
in 1991, The developing countries continue to remain relatively insignificant for
India's garment exports as their market
share has remained stagnant at below 10
per cent throughout the 1980s However,
the share of west Asia and north Africa
has picked up from the average level of
1 per cent through most of the decade to
almost 2.9 per cent in 1989 and again to
5.6 per cent in 1991. This k i n d of a shift
in market share to a non-quota region like
west Asia and north A f r i c a is a very
welcome trend.
World trade in garments had declined
between 1981 and 1983 but has picked up
from 1984 onwards. Nevertheless a signifi-
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cant change d i d take place in the direction of international garment trade between 1980 and 1985. It can be observed
from Table 3 that the imports by the world
market economy have been dominated by
the US and the EEC. Together they have
accounted for between 65 per cent and 70
per cent of imports in the recent past. But
while, the US imports have risen significantly over this period, the imports of
the EEC have shown a declining trend.
Certain reasons can also be cited for this
decline in imports by the EEC. In the first
half of the 1980s some of the major
currencies in the EEC depreciated and
thereby increased the relative price of all
imports. This had the effect of diverting
trade to the US. After the extension in the
M F A in 1977 the protectionist sentiment
in the EEC had become far more intense
than what it was in the US. A l t h o u g h the
EEC was a signatory to the initial MFA
in 1974, most European countries negotiated bilateral agreements w i t h trading
partners after 1977. A n d finally certain
European countries like Italy, Portugal
and Greece began to cater more to the
EEC garment trade.
After mid-1985, the dollar began to
depreciate vis-a-vis the other major currencies and this made imports priced in
dollars more competitive in non-dollar
markets. The resultant trade diversion can
largely explain the reduction in the growth
of garment imports in the US market after
1986. There was a corresponding surge in
garment imports into the non-dollar
markets of EEC and Japan during the
period 1986 find 1987 (Table 3).
The reason for citing these trends in
global garment trade is that they seem to
have had a perceptible impact on.India's
own garment exports. Table 9 indicates
that during 1980 to 1984 the direction of
India's exports has to a large extent conformed to these world trends. Between
1980 and 1984 the value of garments exported to the US increased substantially
from 22 per cent to 34 per cent while the
share going to the EEC correspondingly
declined from 54 per cent to 33 per cent.
During the period 1985-90 the relative
shifts in the shares going to the US and
EEC have been largely governed by the extent to which they increased their quota
allocations to India.
At this stage it is difficult to ascertain
the actual impact of the EEC integrating
into one common market. If we consider
the possibility of a unified quota, then a
large unified market should be to our advantage. But there are likely to be other
measures to contend w i t h , the major one
being ISO-9000, which w i l l come into effect by A p r i l I, in the EEC. ISO-9000 is a
quality control concept and after the
unified EEC market comes into existence
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it may become a mandatory requirement
for all firms to get an ISO 9000 certification before exporting to the EEC.
ELUDING

JAPANESE

MARKET

Japan is a fast growing non-quota
market for Indian garments. In the last
three years, exports of readymade garments from India to Japan doubled from
Rs 95 crore in 1989 to Rs 187 crore in 1991.
However, the scope for expanding our
trade with a liberal non-quota country like
Japan is evident if we consider the fact
that we are supplying at present no more
than 1 per cent of the garments imported
by it (Table 10). Amongst the developed
countries Japan's import regulations on
garments and textiles are undoubtedly the
most liberal. By 1970, Japan had done
away with most of its quotas regulating
textile imports and has since been following a policy of gradual t a r i f f reduction.
In 1971, Japan was one of the first O E C D
countries to adopt a generalised system of
preference (GSP) for developing country
exports. This was in sharp contrast to
other O E C D countries w h o always tend
to exclude textile and clothing imports
from GSP provisions. 6
In 1990, Japanese clothing imports
amounted to S 8.7 b i l l i o n , rising at an
annual compounded rate of more than 12
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per cent throughout the 1980s. Although
the value of India's garment exports to
Japan have been increasing in absolute
terms, its share of the Japanese market
has remained a negligible 1 per cent with
China and South Korea accounting for
more than h a l f the market share in garments. One of the main reasons why we
have not been able to acquire a larger proportion of the Japanese market is the
variance in the item composition of our
garment exports with that of Japanese
garment imports. A comparison of the
itemwise composition of Indian garment
exports w i t h those of Japanese garment
imports reveals this (Table 11). India has
relied rather heavily on fashion garments
which explains why SITC No 843 (women's
outerwear non-knit) has accounted for
more than half the value of our garment
exports in recent years. On the other hand,
the itemwise breakup of Japanese garment imports shows that bulk of their i m ports centre around knitted outerwear
(SITC 2 845), men's non-knit outerwear
(SITC 2 842) and non-textile clothing accessories (SITC 2 848). Over the years,
Japan has followed a policy of moving out
of low value added products which can
be imported at considerably lower prices
from the developing countries. It has
simultaneously concentrated on producing and exporting higher value added
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items w i t h a view to improving its terms
of trade in clothing. A l t h o u g h the
garments exported from I n d i a cannot be
strictly classified as high value added
items they are certainly of the fashionable
variety which the Japanese prefer to
manufacture themselves. When viewed in
this context, there does not appear to be
much conformity between the structure of
our garment exports and Japanese import
requirements.
What is more significant is that Japan
has shifted its emphasis f r o m pure trade
in textile and clothing to that of foreign
direct investment A recent study on
Japanese clothing and textile industries 7
reveals some interesting facts in this connection. Since the early 1970s, Japanese
companies have been setting up subsidiary
units for clothing manufacture in most of
the developing countries of east Asia and
A S E A N . Japanese direct investment in
textiles and clothing were initially undertaken in Taiwan and Thailand but later
spread to South Korea, Indonesia,
Malaysia and the Philippines. Details of
the nature of foreign direct investment are
shown in Table 12. As depicted in the
table, by the end of 1980. Japanese companies owned 198 subsidiaries in these
countries with almost half of them engaged in the manufacture of clothing. There
is also evidence of high correspondence
between countries receiving F D I from
Japan and the regionwise breakup of
Japanese clothing imports. This is borne
out by juxtaposing Table 10 with Table 12.

all major markets except east Europe. In
east Europe, particularly the erstwhile
Soviet U n i o n , there had always been a
good market for Indian knitwear and
these comprised about 60 per cent of
Indian garment exports to that region.
Table 13 also depicts the rapid decline in
popularity of Indian handloom garments
w i t h its erstwhile patrons, the US and
western Europe. The share of handlooms

is merely 0.2 per cent of o u r clothing exports to the US and is in the region of a
negligible 0.5 per cent in the case of
western Europe. This is a complete reversal of the position in the mid-70s where
exports of handloom garments had reached a stage where their share in clothing
exports was more than half. Today handloom garments constitute less than 0.5 per
cent of India's overall clothing exports.

There are several factors which explain
the maintenance of a liberal trade policy
in Japan. First, despite high clothing i m ports, Japan has remained a net exporter
of textile products in general and fibres
in particular Secondly, the bulk of
Japanese garments imports originate from
south-east Asia and C h i n a w i t h which
Japan has a huge positive overall trade
balance. Thirdly, as pointed out earlier
Japan has undertaken significant direct
investment in the textile industries of these
very countries from which it imports.
C O M P O S I T I O N O F I N D I A N GARMENT
EXPORTS

In order to analyse the composition of
Indian garment exports two major classifications have been used. In the first case
garment exports to different regions may
be classified according to the process inv o l v e d ! their fabrication. According to
this criterion garments may be differentiated on the basis of their being handloom stitched, knitted or miII made. Table
13 has categorised garments under these
heads highlighting some of the major
destinations. From the figures in Table 13,
it is apparent that millmade garments constitute the bulk of our exports to almost
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Another way of classifying garment exports is on the basis of their fibre base.
Accordingly garment exports under three
broad categories, namely, c o t t o n , synthetic and woollen have been portrayed in
Table 14. The fibre base for garments centres around cotton for woven clothes and
wool for knitwear. However, the use of
synthetic and blended fabrics, which was
m i n i m a l until 1980, has picked up sharply d u r i n g the period 1985-90. The cotton
garment market is still active in the richer
nations of western Europe and the US
despite the emergence of low-cost, durable, synthetic blends. The value of woollen
clothing, although increasing in absolute
terms, had witnessed a declining share
from 6.6 per cent in 1983 to 3.6 per cent
in 1987. Woollen clothing catered primarily to the demand generated within the
Soviet Union and had failed to make
meaningful inroads elsewhere. W i t h the
breakup of the Soviet U n i o n our once
assured market has disintegrated. This is
a cause for concern as can be seen from
the sharp decline in exports of woollen
garments in 1990 and 1991.
The itemwise composition of Indian
garment exports also reveals that there has
always been a fairly high degree of concentration in terms of items exported
(Table IS). At the outset it should be noted
that woven clothing has always comprised
more than 70 per cent of India's clothing
exports. A n d within this category the
specific item which has predominated
comes under the heading. "Women's
outerwear n o n - k n i t " as per the SITC 2
No 842. In fact, n o n - k n i t w o m e n s
outerwear n o n - k n i t " as per the SITC 2
per cent of India's garment exports since
1980-81. Woven women's outerwear include dresses, skirts and blouses. A glance
at Table 15 shows that even within these
items, clothing based on cotton fabrics
have accounted for virtually all the exports. Another significant item which has
also been the mainstay of our garment exports are men's shirts made of cotton
(SITC 2 No 84411). It may therefore be
concluded that both in terms of items and
in terms of the fibre base I n d i a n garment
exports are not sufficiently diverse in
nature.
This overwhelming dependence on
specific items whose demand in the international market is determined more by
fashion than anything else, does not augur
well for India's garment exports in future.
This is borne out by two disastrous episodes in the past which emphasised that
garment exports based on fashion items
can be very risky. For a short period in
the late 1960s there was an unprecedented
demand for a specific type of Indian
handloom shirt known as the 'Bleeding
Madras'. These shirts had become a fad
in the US and huge quantities of shirts

Economic and Political Weekly

based on this fabric began to be exported.
As a consequence there was an overenthusiastic response f r o m I n d i a n
manufacturers to produce more of them
and cash in on the w i n d f a l l . But the
fashion boom associated w i t h such garments tend to fade as suddenly as they appear. A n d that is precisely what happened in the case of the 'Bleeding Madras'
shirts whose sales crashed in 1969-70
following an abrupt decline of these
fashions. The fall-out proved catastrophic
for the garment exporters engaged in exporting these shirts. Huge unsold stocks
had accumulated and the re was no other
choice but to resort to distress sales in the
Indian market. A similar boom was witnessed in the early 1970s for another
specific fabric known as 'cheese cloth',
which had become immensely popular in
the US and Europe. The demand for this
fabric proved to be equally volatile and
the inevitable crash came in 1975-76,
In view of the climatic features of
Europe and the US, Indian garments of
this type could be worn only in spring and
summer. This explains the seasonal nature
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of demand for Indian garment exports.
At the same time the demand for such
clothing is determined purely by the
vagaries of fashion and taste. Coupled
w i t h the instability of demand is the inability to profitably divert such garments
into the domestic market in the event of
failure to export them. These garments are
tailor-made to c o n f o r m to the prevailing
western fashion which are not in keeping
w i t h the Indian tastes for clothes.
A comparison of the composition of
India's garment exports w i t h the exports
from countries of east Asia makes it appear that both the fabric and the item concentrations of Indian exports are unusually high. In "fable 16 the composition of
Indian clothing exports has been compared with that of Hong Kong and South
Korea for the year 1987. For India, one
notes the predominance of woven clothing
which is not so pronounced in the case of
Hong Kong and South Korea. It should
also be kept in m i n d that the fibre base
for woven clothing exports from India is
primarily pure cotton. In terms of items
the top category of India's exports (SITC 2
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No 843) accounted for 46 per cent of
India's garment exports. For H o n g Kong
and South Korea the top item accounted
for 29,5 per cent (SITC No 845) and 22.8
per cent (SITC No 845) of their total
exports respectively.
The high item concentration in India's
garment exports shows that we have relied
rather heavily on a small range of items.
Given the highly volatile nature of demand in the international market such
lack of diversification is not conducive for
garment exports in the l o n g r u n . When
viewed in this context the current boom
in garment exports should not give rise to
complacency. The composition of garment exports of the w o r l d leading exporters like H o n g Kong and South Korea
reveal a far more balanced spread amongst
the different items.
Moreover, the heavy reliance on pure
cotton as the fabric base points to another
underlying weakness in our garment trade:
It also explains why our garment exports
have not been able to penetrate new
markets in a big way and have remained
confined to ihe US and the EEC. The
pure cotton garments which form the bulk
of our garment exports are popular only
in the rich countries. Indian garment exporters have been encouraged to explore
markets in non-quota countries owing to
the stringent upper limits on exports to
the restrained countries. But tapping these
non-quota countries in effect implies
making inroads into the markets of the
developing economies like A f r i c a , west
Asia and Latin America. 8 But the i n habitants of these countries have an obvious preference for blended fabrics which
are cheaper, more durable, and easier to
wash and i r o n . This is also borne out by
the fact that our otherwise modest garment exports to west A s i a and north
A f r i c a comprise mostly synthetic garments. Cotton garments are popular in
the rich countries since they are soft and
absorbent and are perceived to be mote
fashionable on account of .being n a t u r a l
But these positive attributes of cotton
garments do not f i n d favour with the consumers of developing countries whose
perceptions are guided more by economic
considerations. A n d today, polyestercotton blends are cheaper in the international market than pure cotton.
How COMPETITIVE A R E

In the cotton textile industry, the prices
paid for raw cotton constitutes the most
important element in the cost of product i o n o f c l o t h . A c c o r d i n g t o most
estimates, raw cotton a c u n t s for 50 per
cent of the cost incurred in the production o f cloth. 9
India had been a net importer of raw
cotton from 1951-52 to 1977-78. But from
1978-79 onwards, this trend has been
reversed with India emerging as a net exporter. A n d over the last decade, the
Indian cotton textile industry has relied
on the domestic production of raw cotton
for the bulk of its requirements. On the
other hand, successful garment exporting
countries like H o n g K o n g , Taiwan and
South Korea do not grow any cotton and
make use of their access to the world
market for raw cotton. In this regard, it
would be interesting to make a compari-

son between prices of I n d i a n cotton and
that available in the international market.
The problem arises f r o m the fact that
there are a wide range of cotton varieties
grown both here and abroad A n d in order
to make a meaningful comparison one has
to select appropriate varieties of cotton
from the domestic and international
markets. This intricate task has been successful accomplished by the East India
Cotton Association ( E I C A ) and Ashok
Gulati (1987). 10 The varieties selected for
comparison belong to different staple
length groups and are the most significant
in the major cotton growing areas of
India.
Gulati's study shows that for each of
the selected varieties the prices of Indian
cotton in the 1980s were considerably
lower than their foreign counterparts.
From this one can infer that in the 19805

INDIAN

GARMENTS

It is important to analyse why India has
been able to compete effectively in garment exports w i t h cotton as the fabric
base and its inability to export garments
based on man-made fibres on a commensurate manner. This in t u r n w o u l d necessitate an analysis of the cost structure of
the cotton textile industry and that of
man-made fibres.
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India's remarkable success in the export
of cotton garments can be partially attributed to the cost advantage it had in
raw cotton.
It is important to note that this is a
recent phenomenon applicable to the
decade of the 1980s in which India had
achieved a surplus in raw cotton. Studies
conducted for the decade of the 60s and
early 70s have shown that raw cotton
prices in India were higher than the corresponding prices in H o n g Kong, South
Korea and Taiwan. 11
A detailed comparison of the cost
structure of Indian cotton textile industry
with that of other successful garment exporting countries is beyond the scope of
this paper. This would entail analysing
capital costs and labour costs in addition
to raw material costs. Moreover, the
popularity of Indian cotton garments in
the US and EEC is not on account of the
fact that they are competitively priced
Rather it is the exclusive nature of Indian
clothing that has rendered price comparisons redundant.
High prices of finished garments or any
manufactured commodity for that matter,
could be the result of high input prices,
high conversion costs, or both. What is
more significant for the garment exporter
is the price of finished fabric as fabric
costs generally constitute almost twothirds of the selling price of a standard
garment.

responded to third world competition by
investing in advanced technology that
reduces the labour content of operations.
In the case of the textile industry, the i n troduction of capital-intensive equipment
increased labour productivity and did succeed in partially reversing the comparative
advantage in favour of high-wage industrialised countries. However, the clothing
industries in the developed countries did
not witness such dramatic labour-productivity gains as the production process in
the manufacture of readymade garments
offers limited scope for radical technical
change.

The processes involved in the manufacture of clothing can be broadly classified
into three stages: (I) a pre-assembly phase
which involves grading and cutting cloth;
(2) an assembly or sewing phase; and (3)
a finishing process that includes inspect i o n , pressing and packing. The sewing
operation or assembly phase accounts for
a much larger proportion of the total costs
than pre-assembly. Technological upgradation in the clothing industry has been
undertaken at different stages of the production process but have had the greatest
impact on the pre-assembly stages.
Assembly operations have remained,

II
The Indian Garment Industry
COMPARATIVE ADVANTAGE IN
GARMENT EXPORTS

For those developing countries that
have attained a certain degree of industrialisation the more labour-intensive
of modern industrial activities are likely
to show a significant comparative advantage vis-a-vis traditional domestic activities. The manufacture of clothing has
remained a low-skilled labour-intensive in
dustry with the share of labour generally
accounting for 90 per cent of the total
value added. Consequently it has always
provided low wage developing countries
with a competitive edge in international
trade. Developing countries like Hong
Kong, South Korea and Taiwan have biased their incentives to facilitate the export
Of simple, labour-intensive manufactures,
in particular clothing and textiles, to
deveIoped market economies. This goes a
long way in explaining their success in
export-led growth strategies that entail
generating high profits, high savings and
investment, high growth and in the process changing the pattern of their comparative advantage.
The clothing and textile manufacturers
in the industrial market economies have
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largely labour-intensive. These factors in
a way explain the limited impact of actual
machine operations insofar as its ability
to reduce the incidence of labour is
concerned.
This is not to suggest that clothing
manufacturers in the developed countries
are not competitive. However, the competitive struggle waged by them relies
more on non-price factors, in which according to theory, the developed country
producer have a comparative advantage.
There has been a shift of emphasis in the
garment industry from production to
marketing during the latter half of the
1980s and this reflects the growing significance of competitive factors other than
price. Traditionally competition in the
clothing industry has been primarily on
cost so that developing countries were able
to derive comparative advantage on account of their low-wage costs. But now
non-price factors such as design, quality
and variety w i l l have to be contended with
and such a trend w i l l have implications for
exporters from developing countries.

made to work more intensely. This. labour
would have been redundant during the
slack period. But the problems associated
with retrenching idle labour were not there
as labour was engaged on a purely ad hoc
basis in the first place. This would not
have been possible in a regular factory as
they would come under the purview of
strict labour laws. The distribution in the
burden of fixed capital between the different operational units made it possible
for entrepreneurs to enter the industry
without having to make heavy investments. This induced many small firms to
enter the garment export business in the
1970s. But on account of the volatile
nature of international demand for garments, the casualty rate was also fairly

high. On certain occasions upheavals in
demand resulted in the closing down of
many firms. What could really sustain a
garment export firm in the long run was
its ability to adapt to fluctuating demand
patterns abroad. A n d the flexible production base discussed above, to an extent
gave a firm the requisite resilience and
proved to be a crucial factor in the success of the garment export business.
One of the reasons why such a system
evolved was the absence of a proper linkage between the garment export industry
and the production of garments for the
domestic market. Most of the small garment exporters relied entirely on external
demand and sold their items in the domestic market only in the form of distress

PRODUCTION PATTERN A N D INTERNAL
ORGANISATION

The Indian garment industry is almost
entirely in the private sector and has a
diverse production base. On the one hand
there are the factory based clothing industries owned by the major textile mills.
These factories use power driven specialised machinery and are mostly engaged in
the production of standard garments for
the domestic market. Besides the regular
factory a diversified 'subcontracting
system evolved as another form of production in the garment industry, 12 This
was characterised by a number of small
tailoring and fabrication units which
operate under a contract from a parent
firm. Division of labour could be attained
by subdividing the production process
whereby each of the different subcontracting units had a specified function. This
was facilitated by the fact that most of the
light machinery used was owned by the
various sub-contractors thereby distributing capital costs. Some of the more
specialised equipment required was installed in the parent firm. Payments to the
various functionaries operating under the
parent firm were usually made on a piecerate basis. This diversified production pattern as opposed to the integrated factory
was largely prevalent in the garment export industry. As some of the subcontracting units were not even registered as factories they were able to derive the benefits
of a flexible labour base. Owing to the
seasonal nature of demand for Indian
garments abroad this made things more
cost-effective from the point of view of
the entrepreneur. More labour could be
employed during the busy season and
Economic and Political WeekIy August 28, 1993
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sales. On the other hand, the large clothing factories affiliated to the textile mills
found it more profitable to cater to the
domestic market where fluctuations in demand patterns are less and buyers are not
so exacting in terms of quality and
preference.13
However, the most compelling reason
why large Indian companies have not been
able to invest in the garment sector is
because it is presently reserved for the
small-scale industries (SSI) sector where
investment in plant and machinery cannot
exceed Rs 60 lakh (Rs 75 lakh in case of
ancillary units). Under the existing policy
framework, garment factories involving
investment in plant and machinery beyond
the limits prescribed for SSI units can be
allowed only if they undertake an export
obligation of 75 per cent of their total production to General Currency Area (GCA)
countries. Moreover, the export obligation
is fixed on a continuous basis without any
time l i m i t . Most Indian companies consider an export obligation of 75 per cent,
and that too in perpetuity, to be an unduly stiff imposition. Consequently, there
has been very little response from largescale undertakings for the manufacture of
garments.
The polarisation between the domestic
garment market and the ecport market
that one witnessed in the 1970s is not so
pronounced now. Over the years clothes
stitched according to western fashion are
becoming increasingly accepted in the
Indian domestic market. In the major
cities, some people have begun to prefer
the more 'westernised' garments instead
of traditional Indian garments. As a result
of this phenomenon some garment exporters have started opening retail outlets
in the metropolitan cities. 14 Another
reason why the markets were segregated
was the predominance of fashionable
handloom garments in the composition of
garment exports during the 1970s. Such
fashion garments were a bit too exclusive
and did not find favour with the domestic
market. As mentioned earlier, ladies
outerwear comprising dresses, skirts and
blouses account for more than half the
value of Indian garment exports, whereas
Indian ladies, by and large, do not wear
western clothes. But the declining share
of handloom garments and the corresponding increasing share of garment based on
powerloom fabrics have necessitated a little more interaction of the two markets.
In India, the mill sector produces most of
the country's yarn output. However, it accounts for less than half the country's
fabric supply. The bulk of the fabric is
produced in the decentralised sector consisting of powerlooms and some subsidised handlooms. Initially the interaction
between the domestic and export sectors
was reflected in the competition between
the two over the limited supply of fabric
Economic and Political Weekly

If the garments produced for the export
market and those produced for the domestic market remain mutually exclusive this
competition is likely to intensify. This is
corroborated by the fact that both the sectors are now relying more on fabrics from
the powerloom sector. A better form of
competition can emerge if the export sector produces more garments of the standard variety that find greater acceptance
in a wider range of markets. At the same
time firms which begin production initially for the domestic market can try and
secure a part of the export market in order
to raise capacity or utilise existing capacity
more fully. So the nature of competition
needs to undergo a change from that of
trying to procure a larger share of the
limited supply of domestic fabric to that
of trying to capture a larger overall market
share of the. increasing world trade in
garments.
VALUE ADDED,

INVESTMENT A N D

RESOURCE

USE

The Annual Survey of Industries (ASI)
published by the CSO provides data on
various aspects of the manufacturing sector which includes garments. The summary
results for the factory sector cover both
the census sector and the sample sector.
A n d w i t h the nature of firms within the
garment industry varying from the integrated factory to the small subcontracting
units, they obviously come under the purview of both the census sector and the
sample sector. Put in view of the large
amorphous sector catering to the export
market there is still a lot of under
reporting of the garment industry. For instance, A S l reports that the value of gross
output in the Indian garment industry in
1986-87 was Rs 819 crore. And the Economic Survey reports that in 198687 the
value of garment exports alone was
Rs 1,218 crore.

them, as say, the engineering industry
would. What is more important is the
sourcing of the materials used by them to
create stronger backward linkages.
(b) On account of the relatively high
labour intensity of garment production,
the share of wages in value added should
be higher for the garment sector than for
all manufacturing. If the figures in
Table 17 indicate otherwise, it may be due
to the large measures of under-reporting
as many firms subcontract a part of their
work and so effectively employ more
workers than are recorded on their payrolls. It is also difficult to estimate the
level of employment in the garment industry as many of the subcontracting
units operate within their households.
(c) A higher share of wage compensation
reduces the potential investible surplus in
industry, Table 17 shows that from the
potentially investible amount (value added
wage compensation) the garment industry
invests a much smaller fraction than all
manufacturing firms do. Given the low
wage rates, the Indian garment export sector has thrived on manual technologies.
The low investment ratios also explain
why despite having a huge resource of
skilled tailors productivity is low in the garment industry. But it is also true that the
Indian garment industry, by virtue of being
highly labour intensive, had advantages

Owing to these anomalies, we realised
that it would not be meaningful to analyse
the absolute magnitudes of value added,
investment and other such indicators. So
we decided to focus on the relationships
between these aggregates. W i t h these considerations in mind, the following observations can be made from the ratios in
Table 17.
(a) The share of value added in gross output for the garment industry which was
about 15 per cent in 1980-81 increased to
the region of 17 per cent after 1984-85.
But this proportion is lower than that for
the manufacturing sector as a whole
where it has been above 20 per cent. Given
the nature of manufacturing within the
garment industry, it is not surprising that
value added per se is lower than for other
industries. It is evident that garment
manufacturers cannot be expected to add
as much value to the materials used by
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in terms of its limited use of scarce capital
and the high productivity of the capital
put to use. We cannot state unequivocally
that in order to raise productivity, we must
go in for further mechanisation of production and in the process install sophisticated machinery. The question of a trade
o f f arises as such a measure would result
in considerable displacement of labour
and may even lower the high output-capital ratio w i t h i n the garment industry,
(d) The last three ratios give an indication
of the efficiency w i t h which resources are
being utilised by the garment sector and
the manufacturing sector in general.
Given the low capital intensity of the garment industry in India, it has a much
higher output-fixed capital ratio than the
manufacturing sector average. The decline
in the output-fixed capital ratio is more
pronounced in the garment industry when
inventories are accounted for. This is
because the garment industry, by the very
nature of the items it manufactures, has
a relatively high level of inventories. A
reduction would reduce overall costs and
this could serve as a potential source for
further efficiency. However, the total
capital tied up in production (fixed assets
plus inventories) in the garment sector is
far more productive than the manufacturing sector as a whole
On the other hand, the high labour i n tensity of garment manufacture is apparent from the gross output-employment
ratio. Between 1980-81 and 1986-87, this
ratio has increased substantially for the
garment sector and the manufacturing
sector as a whole. But the gross outputemployment ratio has always remained
higher in the manufacturing sector
average. In 1986-87, one worker in the garment industry produced Rs 1,76,000 worth
of output. Correspondingly, one worker
in the overall manufacturing sector produced Rs 2,33,500 worth of output.
On the basis of these indicators, one
can derive the conclusion that the garment
industry uses more labour per unit of output but much less capital per unit of
output vis-a-vis the manufacturing sector
as a whole.

M-112

Ill
T h e Regulatory Regime
RESTRICTIONS O N I N T E R N A T I O N A L T R A D E

Restrictions on international trade in
clothing and textiles have been in force
throughout the period studied. Of the i n struments available for protection, namely, tariffs and quotas, the latter have
assumed much greater significance in recent years. In this section we propose to
evaluate the principal restrictive agreements negotiated since 1970
The two major markets for garment exports of developing countries, the US and
the EEC, have steadily increased their
degree of domestic protection. After the
reductions in tariffs in the 1930s there was
a considerable rise in textile imports from
developing countries like Japan and Hong
Kong into the markets of western Europe
and the US. This induced the first formal
restriction which was called the ShortIferm Arrangement (STA) on textile trade
Its principal focus was on Japanese cotton
goods and was effective for one year from
October 1,1961. Thereafter, there has been
a steady increase in country and commodity coverage through the Long-Term
Agreement ( L T A ) which came into effect
on January 1, 1974. It is important to note
that the main target of the LTA was cotton textile imports and not clothing or
apparel.
However, the developed countries
gradually realised that an agreement that
confined itself to cotton textile imports
alone would not be an adequate form of
protection. This was because of the rapidly rising imports of man-made fibre textiles and clothing. The US, for example,
saw its cotton textile imports double from
1960 to 1970. But this was nothing when
compared w i t h its imports of man-made
fibre textiles which increased ten-fold over
the same period. I 5 These factors induced
the formulation of the more extensive
MFA which replaced the LTA and went
into effect from January 1974. The M F A ,
like the LTA, has been designed to protect the textile industries of the US and
EEC from competition from the develop-

ing countries. But the M F A was far more
exhaustive in its coverage and brought
under its purview cotton, wool, manmade fibre textiles and textile products.
After its inception in January 1974, the
M F A has been renewed three times. W i t h
M F A II coming into effect from January
1, 1978 there was a tendency towards intensification and proliferation of restrictions. The focus of restraints shifted progressively from textiles towards clothing,
as this appeared to be the sphere in which
the developed countries were most conscious of the competition from developing countries. 16 The third renewal of the
M F A in 1986 resulted in stringent limits
on the export growth for major Asian suppliers who catered to the US and EEC
markets. The top three Asian exporters,
namely, Hong Kong, South Korea and
Taiwan were not permitted any growth in
quotas for 'sensitive' clothing product
categories. In view of the increasingly
restrictive M F A quotas these countries
have now moved upmarket in the clothing
items they produce. 17 However, the allotment of quotas for smaller exporters like
India and the A S E A N countries have
been more liberal. 1 8
The M F A provides a framework for
conducting trade in textiles and clothing
which is a significant departure from the
general agreement on trade and tariffs
(GATT). G A T T , by and large, subscribes
to the principle of comparative advantage
and its provisions uphold the doctrine of
non-discrimination between trading partners. Trade barriers in the f o r m of tariffs
advocated by G A T T are considered nondiscriminatory as they apply to the imports of all countries in an equitable manner. W i t h the imposition of tariffs, a
country's share in clothing/textile imports
in different markets would be affected
only if the price elasticities of demand
for that particular country's items differed
significantly from those for other
countries.
The M F A , on the other hand, is based
on quantitative restrictions or quotas
which restrict the import of specific products from specific countries. Under
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the M F A , developed countries negotiate
bilateral agreements w i t h individual
trading partners which limit the amount
that can be exported by the latter A very
sizeable p o r t i o n of our garment exports
a i t accounted for by countries with which
we have entered into bilateral agreements
under the M F A . India has bilateral trade
agreements with the US, Canada, E E C
Austria, Sweden, Norway and Finland
under the M F A . But bilateral quotas
negotiated on unequal terms under the
MFA were a direct contravention of the
non-discriminatory provisions of GATT.
There are no international rules governing the international allocation of quotas
under M F A . In fact, there are no restrictions on trade in textiles among the
developed countries as the M FA has been
targeted only at imports f r o m developing
countries. In the dispensation of quotas
to developing countries geopolitical considerations have also come i n t o play. This
has facilitated the emergence of China as
a major force in the w o r l d textile and
clothing market.
The bilateral restraints under the M F A
incorporated a degree of flexibility in
order to avoid making them unduly stringent. The flexibility provisions include
"swing (switching of quotas among product categories), 'carry over' (use of unfulfilled quotas for the previous year as
a base for exports), and 'carry forward'
(borrowing against the previous year's
quota). The maintenance of generous flexibility provisions is of considerable importance as they determine the extent to
which exports can legitimately be increased in a product category in which demand
is particularly strong. Other flexibility
measures include a more narrowed down
exemption for handloom and handicraft
products. Its provisions for growth allowed for annual increase in imports of items
under restraint being fixed at not less than
6 per cent. 19 However, after the signing
of M F A I I I , growth rates well below 6 per
cent were the rule rather than the exception, especially for EEC imports.
The impact of the M F A on clothing exports of developing countries is quite
complex. Some studies estimate that the
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share of developing country garment exports to the O E C D would at least double
if world garment trade was liberalised. 20
In India, the economic effects of quotas
have manifested in trade diversions and
changing unit values. Those firms which
are not certain about the availability of
quotas have stalled plans for capacity
expansion arid market development.
Developing countries were evidently hoping that the M F A would not be renewed
in 1991 and would gradually be reintegrated into the G A T T framework. In fact,
the Uruguay round has on its agenda the
dismantling of the restrictive M F A regime.
In M F A IV, for the first time, there was
a recognition that the final objective is the
application of G A T T rules to trade in
textiles. M F A IV has also listed out appropriate factors for the determination of
market disruption based on complete data
on the various factors. If the Uruguay
round succeeds at the end of the prescribed transition period, the entire textile and
clothing sector w i l l be integrated into the
G A T T framework. In that case, there
would cease to be any prescribed quotas
for any country and all countries would
have to compete on the basis of factors
determined by the market. India's garment
export industry should gear itself up for
this eventuality.
The rationale behind the formulation
of the M F A , as contained in its articles,
is to ensure that markets in the developed
countries are not 'disrupted' by imports.
While it is difficult to evolve objective
criteria for defining market disruption, it
is even more problematic to diagnose such
a process. However, the MFA has stipulated that to qualify for a case of market
disruption the damage must be explicitly
attributed to a sharp and substantial i n crease in imports from a particular source.
Moreover the imports in question need
necessarily have taken place at prices
lower than those prevailing in the domestic market for similar products. The
nature of market disruption can be assessed by examining various factors such as
the sales, market share, profits, employment and production in the domestic i n dustry. But despite these criteria there will
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always remain a considerable element of
subjectivity on whether or not a country
can claim market disruption.
However, what seems to have induced
the unprecedented upgradation in quantitative restrictionfrfrom the mid-1970s was
the issue of employment. 21 The capitalintensive or high technology sectors of the
developed countries had been subjected to
very high wage increases in the 1960s and
early 1970s. However, the labour-intensive
industries such as clothing were finding
it difficult to adjust to this high wage
structure. As a result the competitiveness
of the clothing in most E E C countries
deteriorated considerably. The only
notable exception was Italy. This led to a
massive shift in employment from clothing and textile industries of most O E C D
countries. A smooth process of adjustment depended on the extent to which
other expanding sectors of the economy
were able to absorb this labour force.
TARIFFS

Over and above the comprehensive
quota system established under the M F A ,
tariffs constituted another element of protection to the clothing and textile industries of the developed countries. The im
pact of tariffs on the textile and garment
sectors was of a high order in the late
1950s and early' 1960s. But tariff rates were
subsequently reduced after a series of
multilateral trade negotiations. Ifcble 18
summarises the average levels of tariff
protection for the major importing countries, before and after the Tokyo Round
Negotiations (1974-79) were concluded.
An analysis of the tariff structure
reveals that textile and clothing products
still have the highest levels of protection
vis-a-vis other manufactured goods.
Moreover Table 19 shows that effective
tariffs protecting the processing of fabrics
into clothing were higher than nominal
rates. This is apparent from the degree of
tariff escalation associated with the final
stages of the manufacturing process. So
one can conclude that t a r i f f rates on textiles in general, and clothing in particular
are above the average for all manufactures.
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The actual level of tariffs imposed by
the developed countries on imports of
clothing is also determined by the various
preferential agreements that were in operation. Notable among these is the Generalised Scheme of Preferences (GSP) whereby some special tariff concessions were to
be made available to the developing countries. But in terms of actual implementation, the GSP is of little consequence, as
most O E C D countries effectively exclude
textile and clothing imports from GSP
provisions. The only exception in this case
was Japan which was the first country to
meaningfully adopt a generalised system
of preferences for textile and clothing i m ports from developing countries. During
the period 1972 to 1978 Japanese imports
of clothing and textiles from GSP countries increased four-fold w i t h the result
that their share in Japan's total textile imports rose from 20.5 per cent to 43.2 per
cent.22 More than 12 per cent of these
imports took place under duty free conditions in accordance with the GSP
provisions.
W i t h the renewal of the MFA in 1977
incorporating more stringent provisions,
there occurred a widespread shift in trade
patterns. First, trade among the developed
countries increased relative to global
clothing trade. Secondly, the operation of
the M F A has induced successful developing country exporters to shift to items of
superior quality that ensure higher unit
value realisations. Both these factors have
enhanced the role of tariffs. Nevertheless,
quantitative restrictions in the form oV
quotas have been and will continue to be
the most significant trade barriers insofar
as trade in garments and textiles are
concerned.
QUOTA DISTRIBUTION POLICY

The MFA has induced garment exporting countries to introduce a system of export controls and administer the quotas
in systematic manner In most successful
garment exporting countries there is considerable competition for quotas and the
governments of the respective countries
have set up a variety of quota allocation
procedures.
In India there are more than 10,000
units registered w i t h the Apparel Export
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Promotion Council ( A E P C ) as exporters
of garments. O u t of these only about 250
are manufacturer exporters. The rest may
be categorised as merchant exporters
which depend on other fabricating units
for the actual production of garments.
The A E P C undertakes the task of administering export quotas and monitor
ing the process of fulfilment.
The thrust of the current quota distribution policy is directed towards attaining
higher unit value realisation in garment
exports. This, in t u r n , would necessitate
extracting m a x i m u m value out of the
restrictions imposed by the restrained
countries on the volume of global garment trade. W i t h this end in view the new
policy stipulates determination of past
performance entitlements on the basis of
value of exports instead of quantity. This
would lead to the allotment of a higher
quota for exporters realising higher unit
values and would facilitate higher realisation of foreign exchange. This policy
measure constitutes a significant departure from the earlier practice where the
volume of exports served as the criterion.
Given the fact that Indian garment exports have been fulfilling the quota limits
imposed by most importing countries, the
only alternative is to increase the value of
exports.
C A T E G O R I S A T I O N O F QUOTAS A N D
FULFILMENT

As the bulk of our garment exports go
to the restrained countries of north
America and western Europe, this section
analyses the nature of quotas and the extent of India's utilisation in different
categories. Quota utilisation levels in
the last few years have been nearly 100
per cent .
Table 20 indicates that the average
quota utilisation rates fluctuate over time
Rates of fulfilment exceeding 100 per cent,
arise on account of the flexibility provisions of the M FA that have been discussed
earlier. As these provisions are exhausted
a series of over-subscription must necessarily be followed by an under-fulfilment
figure. But the EEC market was not
fulfilled until 1987. In the first half of the
1980s supply rather than demand side factors have been more responsible for slack

export performance as the annual growth
of 6 per cent in quota ceilings seems to
have been adequate for garment exports
from India. However, it has also been
observed that while the aggregate quota
utilisation rate may appear to be below
100 per cent, in certain categories where
India has been competitive, quotas have
come in the way of increased exports,
Table 20 shows that during the last
seven years our quota levels in the US have
been oversubscribed. The period 1987-91
also witnessed the fulfilment of our
quotas in the EEC except for a minor
shortfall in 1988.
Table 21 shows the annual average
growth rate in quotas made available to
India by the restrained countries during
the period 1985-91. Although the base
levels were increased in all countries over
the seven-year period, the rate of growth
varied considerably. The table indicates
that throughout the period between 1985
and 1991, the US and Canada have been
abiding by the MFA flexibility conditions
of allowing for a 6 per cent annual increase in quotas. In the case of EEC, the
annual growth rates permitted for clothing
items have been quite sporadic They were
as low as 2 per cent between 1983 and
1986. It was increased by 15.6 per cent in
1989 and by a sharp 28.4 per cent in 1984.
Thereafter, the annual rates of growth
have remained low and were 3.6 per cent
and 4.3 per cent for the years 1990 and
1991 respectively. For restrained countries
as a whole, the annual growth rate in
quota allocations to India has been in the
region of a low 4 per cent to 5 per cent
in 1990 and 1991. This is in sharp contrast
to the liberal increases of 11 per cent in
1988 and 17 per cent in 1989.
For Indian garment exports to the US
and EEC there exists a finely categorised
and complex quota system. A categorywise analysis is beyond the scope of this
paper. But it is worth noting that the aggregate rate o f fulfilment will tend to fall
if there is an increase in the categorisation or number of restrictions. This is
apparently for two reasons. First, the demand for different items need not necessarily coincide w i t h their respective
quotas. Second, the scope for adjustment
within a large category of items d i m i n i -
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shes as the number of individual ceilings
increases. This may hold regardless of the
extent of coverage. If the nature of categorisation remains unchanged, the rates
of fulfilment of existing categories are
likely to remain unaltered even if there is
a rise in coverage.

IV
Unit Values and Terms of Trade
In a trade environment where an overall
ceiling on quotas has had a binding effect, the volume of exports cannot be i n creased in a substantial manner W i t h
more than 75 per cent of our exports going to the restrained regimes of the US and
EEC, any increase in exports to these
countries can come about only by improving the quality and thereby increasing the
value of the garments sold. In this context, it may be observed that though we
are fully utilising our quotas in almost all
the countries/categories during recent
years our unit value realisation is rather
low. In the case of export of cotton
garments to the US in 1989, the average
unit value realisation for Indian products
was $ 3.50 as against a figure of $ 4.61 for
H o n g Kong, $ 4.73 for Taiwan and $ 5.1
for Korea. If we compare India and Korea,
then the differential in their respective unit
value realisation rates works out to S 1.68
per square metre. If this differential is
translated over a quota of, say 100 million
square metres, this would mean an i n crease of $ 168 m i l l i o n in export revenue.
The unit values of Indian garment exports in both rupees and US dollars have
been compiled in Table 22. When unit
values are expressed in Rs per piece one
can observe a general uptrend from 1980
onwards w i t h a very sharp increase between 1987 and 1991. But no uniform uptrend is discernible when unit values are
evaluated in dollars owing to the steady
depreciation of the rupee. A visual description of these trends in unit values is
portrayed in Figure I. In the dollar version the fitted trend resembles a parabola.
On the other hand, for unit values expressed in rupees, a semi-logarithmic linear
trend provides the best fit to the actual
observations. However, as unit values
assume significance in terms of foreign exchange realisation it would be more meaningful to conduct further analysis using
unit values expressed in dollar terms.
Table 22 indicates that unit values expressed in dollars at current prices declined during the period 1980 and 1985 but
have picked up since then. However, the
level in 1991 is still less than the value of
obtained in 1980.
The calculation of the terms ot made
for garment exports necessitates the estimation of an import deflator for India's
overall imports. An i m p o r t deflator has
Economic and Political Weekly
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been calculated using the respective
weights of India's bulk imports in 1990-91.
By using commodity price projections for
primary imports and the Manufacturing
Unit Value ( M U V ) index for manufactured imports an estimate of the unit value
of imports between 1985 and 1995 has
been derived in the Appendix.
Table 23 shows the simulated values of
Indian garment exports between 1980 and
1995. These values are chartered against
the actual values in Figure 2. The simulated values constitute a component of the
terms of trade which is being obtained according to the r e l a t i o n

Table 24 shows the movements in terms
of trade in Indian garment exports where
unit values are expressed in terms of US
dollars. In conformity with the actual
trend in the unit value index between 1980
and 1990 a regression equation of the
form Y = a + bt + et2 (where Y = unit
value index of Indian garment exports expressed in US dollars and t = time) was
Titled to the actual values. By the method
of ordinary least squares an equation was
estimated with which one could obtain the
simulated unit values between 1980 and
1990. The resultant equation reads as
follows:
Y = 106.3 - 7.4t + 0.7t 2
(5.7) (6.8)
(The figures in parenthesis indicate
t-values.)
From the findings in Table 24, it is clear
that the terms of trade for I ndian garment
exports had turned negative in 1987 after
having remained neutral in 1985 and 1986.
The forecasts, however, indicate an i m provement after 1991. On the average, the
terms of trade have remained neutral as
even the deterioration and its likely turnaround are marginal in terms of magnitude. It also seems plausible that the sharp
increase in both the unit value and the
total value of garment exports during the
year 1990 set the trend for larger increases
in the future.
A different picture emerges if one were
to look at an alternative scenario where
the terms of trade arc evaluated in terms
of unit values expressed in rupees. In
Table 25 a semi-logarithmic regression
equation of the form log Y = a + bt
(where Y = unit value index of Indian
garment exports expressed in rupees and
t = time) has been fitted to the actual
time series. Repeating the procedure
adopted in Table 24, the simulated unit
M-116

values in rupees have been arrived at. The
corresponding regression equation is as
follows:
log y = 4.4 + .08t
(12.4)
(The figure in parenthesis indicates the
t-values.)

V
Summary and Policy
Recommendations
This paper has documented the key
characteristics of the Indian garment export industry. The structure of the industry itself has been influenced significantly by the nature of the market it operates
in and the various government regulations
which govern it, both domestic and international. India's comparative advantage
in cotton has led to the predominance of
garment exports based on cotton fabrics.
The M F A quota regime has determined
the volume of exports to the M F A countries. Conversely, given the availability of
quotas in these markets, it also appears
that India has been less successful in the
non-quota markets. The reservation of
garments manufacturing for the smallscale sector has meant that most Indian
firms are small compared to their counterparts in other garment exporting countries. This is despite the fact that large
firms can enter garment production with
a 75 per cent export commitments. In fact
most garment firms are indeed exportoriented but larger firms seem to be reluctant to enter such stringent export commitments on an indefinite basis.
The consequence of both the domestic
and international regulations governing
Indian garment exports has been that
Indian garment exports essentially occupy
the niche market of women's outerwear
fashion clothing based on cotton fabrics.
Moreover, a significant characteristic of
these exports is that they are largely based
on the fabrics made by the powerloom
sector. Since small exporters have a limited
volume of demand for specific fabrics for
specific purposes, it is difficult for the mill
sector to cater to such a demand structure.
This has necessitated greater reliance on
powetiooms. Short runs of specific designs
with stringent quality demands typify the
fabric required for readymade garments.
This had deterred integrated mills from
supplying fabric to garment exporters. It
is possible that this industry structure
would inhibit future growth of garment
exports since higher growth in exports will
require more standardised garments based
on standardised fabrics. India presently
lacks the fabric base suitable for exports
as has been built up, for example, by
China. On the other hand imported fabric
sourced by countries like Hong Kong and
South Korea are cheaper than the fabric

domestically available to Indian garment
exporters. The re-orientation of our m i l l
sector to the fabric requirements of the apparel sector will become feasible only i f
the apparel sector itself undergoes some
restructuring.
Although India's garment export industry has flourished on account of
cotton-based apparel, it should not be
overlooked that man-made fibre blends
account for 60 per cent of the international garment trade. India's garment exports are still focused on fashion clothing
items which are characterised by rapidly
shifting consumer tastes and where the
degree of obsolescence is evidently high.
This is not to suggest that India should
desist from exporting these items just
because they are volatile in nature. But it
would be better for India's garment exports in the long run if these fashion
garments were coupled with standard
garments which are usually based on synthetic or blended fabrics. Higher value addition could be attained using a blend of
man-made fibres. In India substantia 1
capacity has already been created in the
manufacture of polyester staple fibre
(PSF) and polyester filament yarn (PFY).
But the high input and manufacturing
costs have made it virtually impossible to
supply fabrics to exporters at rates that
would enable them to compete effectively
in the international market. The duty
structure governing the intermediate i n puts in the manufacture of PSF and PFY
has made it impossible for these industries
to be competitive. A substantial portion
of demand for standardised garments,
particularly men's garments, is based on
synthetic or blended fabrics. For India to
successfully penetrate this segment of the
market, the garment manufacturers need
access to high quality and competitively
priced synthetic and blended fabrics. The
fabric producers need access to internationally priced man-made fibres and these
industries, in turn, require internationally
priced raw material inputs. The size and
internal efficiency of the synthetic fibre
producer is now such that they can produce competitively priced fibre if their inputs are provided at international prices.
This is a major issue which will determine
future substantial growth of India's garment export industry.
The current high cost of synthetic and
blended fabric and fibre has necessitated
the availability of duty exemption schemes.
Under the d u t y exemption scheme, the
government recently introduced a valuebased scheme to enable exporters to i m port inputs w i t h i n the overall c i f value of
licences without any quantitative restrictions. This scheme will operate along with
the existing quantity-based advance licensing scheme. The new exim policy which
came into operation in March 1992 speci-
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fied standard input-output norms for
1,514 export products covered by the
quantity-based advance licensing scheme.
Under the new value-based scheme, value
addition norms for value-based licences
in respect of 1,195 of such export products
have been identified.
However, the garment export sector has
not benefited from this new dispensation.
The same meterage for i m p o r t of fabrics
against various garments which were permitted in the earlier policy have been
maintained in the current policy. Earlier
a value addition of only 33 per cent was
insisted upon. Under the present duty exemption scheme, a value addition of 50
per cent is the requirement. Moreover, in
the new policy all fabrics have been put
in the list of sensitive items in respect of
which licences shall be issued with
quantity restrictions under value-based
licences.
While the long-term policy should be
aimed at strengthening and diversifying
our domestic textile base, the short-term
solution w i l l have to centre around facilitating the i m p o r t of fabrics. It would
benefit the garment export industry if
fabric is removed from the sensitive list in
the advance licensing scheme. As a safeguard, if necessary, the advance licence for
import of fabrics could be made 'non
transferable' to restrict the scope for diver
sion by garment export manufacturers.
Another critical issue is that of reservation of the garment industry in the
small-scale sector where investment in
plant and machinery cannot exceed Rs 60
lakh or Rs 75 lakh in the case of ancillary
units. Under the existing policy framework, garment units involving investment
in plant and machinery beyond the limits
prescribed for SSI units can be allowed if
they undertake an export obligation of 75
per cent of their total production to G C A
countries. It is important to note that this
export obligation would operate in perpetuity, i e, without any time-frame. This
is to be viewed in the context of 100 per
cent EOUs which have the benefit of duty
free imports of capital goods and raw
materials under an export obligation of
75 per cent of their production over a
specified period of 10 years. An export
obligation of 75 per cent in perpetuity has
acted as a strong deterrent for large Indian
companies to invest in the garment sector. W i t h the liberalised foreign investment
policy there is scope for substantial i n vestments in the garment industry in
specialised products. This would expose
Indian garment manufacturers to the kind
of technology and processing being
adopted by internationally reputed garment manufacturers besides bringing in
the much needed foreign equity. Our competitors like H o n g Kong, South Korea,
China and Taiwan have been pursuing a
Economic and Political Weekly

liberal foreign direct investment policy.
This is aimed primarily at upgrading the
quality and improving the level of technology in the garment industry. It should
be understood that even large garment
manufacturing firms do a substantial proportion of their operations by subcontracting to smaller units. However, new
technology, quality control, marketing
and financial requirements make it difficult for small firms to operate successfully in many export markets.
In the context of promoting foreign i n vestment, we should also look into the
possibilities of negotiating Outward Processing Traffic (OPT) arrangements under
which the fabric is imported from an EEC
country and re-exported to either the same
country or another country in the EEC,
after due processing in a third country. At
this juncture, it would be desirable to encourage some of the well k n o w n foreign
garment manufacturers to invest in our
garment industry by facilitating the
establishment of joint ventures. But since
garments are reserved for small-scale sector, such joint ventures w i l l have to undertake a 75 per cent export obligation in case
the investment exceeds the prescribed limit
which it invariably w i l l . Most foreign
companies w i l l be reluctant to invest in the
Indian garment industry if obliged to
undertake a 75 per cent export obligation.
It is our view that the present policy of
insisting on a 75 per cent export obligation has been counter productive as it has
prevented the flow of both domestic and
foreign investment into the garment export sector. The investment limits in the
garment export industry w i l l have to be
increased beyond the limit of Rs 65 lakh
if it is to attract large investments. If we
have to operate under the premise that
garments w i l l continue to be an item
reserved for the small-scale sector then
there is nothing much that can be done
about raising the investment l i m i t in a
substantial way. In that case, the solution
lies in lowering the export obligation norm
from 75 per cent so as to make it more
acceptable to domestic and foreign investors fixing a reasonable time frame for
the same.
Given the decentralised nature of the
Indian garment industry, it is necessary
to ensure that those units operating within
the SSI investment limits continue to
receive the benefits that have been accruing to them in the past. The performance
of the existing small garment exporters
has been commendable. Despite great
odds, they have successfully transformed
this fledgling industry into a dynamic
export sector. However, it must be appreciated that if India is to emerge as a
global player of significance, the flow of
investment to the garment sector w i l l have
to be augmented to levels which are much
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higher than what they are at present.
The Indian garment export sector is
characterised by a diversified 'subcontracting' system involving a number of small
tailoring and fabrication units which
operate under contract from a parent
firm. Owing to the seasonal nature of demand for Indian garments this has proved
to be a very cost-effective mode of production. But if we wish to emulate the
path of the world's leading garment exporters, it is imperative to create further
capacity to process bulk orders, while at
the same time, retaining our advantage of
being able to handle small orders w i t h
large variations. Policies w i l l have to be
geared towards introducing the large
assembly line of production equipped
w i t h a good quality machinery. The new
exim policy has facilitated import of
machinery including second-hand machinery w i t h export obligations at concessional rates of duty. Under the export promotion capital goods scheme (EPCG), a
concessional import duty of 15 per cent
would be levied on import of capital
goods if the company gives an export
commitment of four times the c i f value
of import to be achieved within five years.
A concessional import duty of 25 per cent
would be applicable on export commitments three times the cif value of imports,
to be achieved within four years. But all
these measures are likely to be rendered
infructuous in the case of the garment export sector as importing machinery will,
in all likelihood, entail going out of the
garment export sector as importing
machinery w i l l , in all likelihood, entail
going out of the ambit of the small-scale
sector. This is a contradiction that needs
to be resolved.
The Indian garment industry has flourished in the 1980s and now accounts for
a very significant proportion of the country's exports. This paper has, however,
found that it occupies only a small subset of total international trade in
garments, and in only a sub-set of export
destinations. Various policy changes are
needed to enable this industry to expand
further in a substantial fashion, both by
expanding the product base and by export
to new destinations, particularly nonquota countries.
Notes
1 Manufactured export have been defined as:
S l T C 5 (Chemicals and related products)
+ SITC 6 (manufactured goods classified
chiefly by material) + S I T C 7 (machinery
and transport e q u i p m e n t ) + S I T C 8
(miscellaneous manufactured articles)
- S I T C 68 (non-ferrous metals)
2 The M u l t i Fibre Arrangement is discussed
in detail in a subsequent section titled ' T h e
Regulatory Regime Governing the Garment
Export Industry'.
3 Accurate figures for w o r l d exports of
clothing after 1988 are not available.
4 There are two broad categories of man-made
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5
6

7

8

9
10

11

12

fibres that compete w i t h c o t t o n . First, we
have the artificial cellulose fibres like rayon
and acetate which are produced from vegetable derivatives. The other category comes
under non-cellulosic synthetic fibres and i n cludes nylon, polyesters and acrylics which
are manufactured from inorganic materials.
A n j a l i Kumar, 1986, 'India's Manufactured
Exports: 1957-1980.
Some special tariff concessions for developing countries were introduced in form of
Generalised Scheme of Preferences, formulated in the U N C T A D , and first introduced
in 1970-71.
Van Tho, I n d u s t r i a l Policy and the Textile
Industry: T h e Japanese Experience, Journal of Contemporary Business, Seattle,
Vol I I , N o 1, 1982.
Garment trade is under restraint in only 16
countries. The non-quota markets that have
remained relatively untapped as far as Indian
garment exports are concerned include
those in L a t i n America, A f r i c a M i d d l e
East, Far East and Australia/New Zealand.
See Deepak Nayyar (1973), 'India's Export
and Export Policies in 1960s.
The East Indian Cotton Association ( E I C A )
has brought out a reference guide introducing Indian Cotton: Higher Medium to Extra
Long Staple' (undated) on this subject.
Foreign cotton varieties have been compared
to Indian varieties in the detailed annexures
of the paper: 'Effective Incentives and Subsidies for Cotton Cultivators in India',
Ashok Gulati (1987).
Deepak Nayyar (1976) has shown that raw
cotton prices in India were higher than
those in countries like H o n g Kong, South
Korea and Taiwan.
A n j a l i K u n u r ' s 'India's Manufactured Exports, 1986 contains an elaborate discussion on the subcontracting system of the
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Indian garment export sector.
13 The c l o t h i n g units affiliated to the country's leading textile mills like Reliance,
Raymonds, Mafatlal, etc, do not go in for
clothing exports to any significant extent.
14 India's major garment exporting firms like
O l d Village Indu strict Delhi, MiIton's P L t d ,
Bombay, Samrat Export House, Bangalore
have opened retail outlets in the metropolitan cities for sale in the domestic market.
15 'Clothing-industry Adjustment in Developed
Countries', Josse de Ia Torre, London (1965).
16 Keesing and Wolf (1980, Chapter 3) provides
a detailed description of the provisions of
MFA II.
17 The World Bank Industry and Energy Department W o r k i n g Paper, Industry Series Paper
No 19, 'Garments: Global Subscctor Study,
December 1989.
18 The growth in allotment of quotas for
Indian garment exports has been discussed
later in a section sub-titled 'Categorisation
o f Quotas and F u l f i l m e n t .
19 Keesing and W o l f (1980).
20 The W o r l d Bank, 'Garments: G l o b a l
Subsector Study (1989).
21 Josse de Ia Torre, London (1985),
22 Yoshic Yomezawa, 'Analysis and Evaluation
of the Adjustment Process and Policies of
the Japanese Textile Industry' (Tokyo:
Japan Economic Research Centre, 1981).
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