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INVESTMENT, TECHNICAL CHAWGE AMD TH% DIFFRIENTIAL
PERFORMANCE OF FIRMS TN THE COTTON-MILL INDUSTRY
IN INDIA

Despife its earlier positicn as the leading factory industry in
India, tne cotton-mill sectur attracts much attention today for being
a backward and ailing industry., After a pzxriod of relatively good
perfornance in the nineteen fifties the industry has be.en characterised
by a deceleration in the rate of growth of its output and investnent.
This process which is manifested moa. clearly since tle mid:dixties
culivinated 1in the recessicn that set in around late 1674 and saw the
exit fron production of a large number of fims afflicted by 'sicknesa',
Needless to say, tiis performance of *h textile industry has to ‘r;e
seen a8 part of the ene.ulised recession 2ad tendency towards sta;na-
tion in the economy as a whole., YNowever, one asppct of the crisis
affecting the industry,aurcly, its unequal distribution across firms
in the industry, resulting in the coexistence of firms with widely vary-
ing 1€vels of »roductivity and teclnical advance on the one hand, and
wide variations in financicl performance on the other, has received

v

mick attention.

In its most obvious fcrm this differential performance is refizcted
in the fact th:t while a lcrge number cf fime/_rt]au::;ed 'sick! or are on
the versec of ! sickness', tlie industry includes some of fhe leading :n?
nost successful firms in India's industrial sector as a whole. In f.c¥T,
there are 151 firmus in the industry which were .forced out of production,
while another 143 continue in production “hough they have been declarec.

4

technically non-viable because of the obsolescence of their equipment,

On the other hand, if we look ot the Econorric Times ranking of the top

] Y .
101 industrial giants in 1976-77 we find that it includes f*’teen fims
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from the textile industry (Table I). Of these f'?%een firms one
(Calico Mills) is inciuded among the 10 companies whighi have seen
the highest rate of growth of sales over 1976-77. vost of tlese
firms have diversified either into the production of sophisticated
fabrics or into wnolly new avenues totally unrelated to textiles.
However, the I‘a-thefstark contrast in performance seen here should
not be attributed purely io the differences in product composition,
though the latter exaggerate the differentials in the industi‘y. Table ]
gives the pemgntage dictribution of firms belonging to different
product groups according te their levels of value productivity (value
added per worker), It brings out clearly the wide differentials in

the productivity of firms even within any one prodwet group.

Undoubtedly, a whele range of fuctors both external and inter-
nal to the industry go to =xplain these differentisls in performance.
Firms nay fail to grow for reasons varying from inefficient man?gemmtf
and errors of judgement to lack of access to capital and am.wxfavodmbi
enrivonnent. This hewover, is not our conc.oiu here. Rather we are
concemead with the fuctors tint facilitate or allow for the coexistencd
of firms with wide veriations in technical and firancial performance
in an indust‘,ry nor:mally understood as a competitive one. Our attempt
is to try and etplain this co—exi.st;ence in terns of the trends in in-
vestment,prices, costs and profitability, and hence in® terms of the
context and nature of the industry's develcwment. Thus the paper
does not attempt-ic explain why particular firms grow and sustain
profitability while otiiers do not. Rather starting from the structure
of the industry and the process thz.‘ough wvhich firms have grown we attey
to draw its impldcatiops for the growth of 'sickmess' and of differen-

tials in finsncial performance.



Table I

Japks of Sone Textile Companises ariong the Top_101
giant_Companies in the vwrivate Sector

LT,

Narme of thé.Cor.rpany - __ nank-based on )
— e Total hsset:_ Total Sales

1. Delhi CQloth Mills S 4

2. Century Spinning 20 13

3. Calico Mills 1, 19

4. Boribay Deying 45 o8

5. Madurai Coats 37 37

6. Mesatial pine Sbamdasd 56 42

7. Mafatlal Fine Mihs &7 L6

8. Jeeyajee lao 65 4S

9. Kesoran Industriec 70 '52

10. Modi Spimning - 105 5G

11.  Sihri Anbika S1 62

12.  Swadesiii Cotton 111 72

i3. Hindustan Spinping 96 76

14, Mafatlal Industiies 62 ‘ 77

P s s &+ e e B e P

Source: ikconordic Tires fiesearch Buregu "Industrial
Giants - I%, The Economic_Tires, Borbtey,
Wednesday, April 5, 1978. :
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Tabie II
Percentase Distrjbution of Firiie According to the Level
of Valus Added Per Workers (is.'000) - -

Averpse for the years 1970-75

0y

ilfu?ber: PI‘M})?:‘;!".'V'i.t‘ Pr Pg%(;%%\t ProEXIi h'vit
bl G1 MR €14 ) e
Group A 20 52.6 26.3 21.1
Group B 11 20.0 80.0 -

Group C 56 65.¢ 31.3 3.1
Group D 17 23.5 70.6 5.9
Group E 21 25.0 30.0 45.0

Note: i) Low Productivity - Value alded per work ser

annw1 : I's.10,000/~
Mediw preductivity .- -do- : 1is.10-15,00d
High Prodwetivity - ~do- . 18.15,00(/ -
ii) Grow A : Cotton spinning crly.
‘ Group B : Spinning only - :otton and non-cotton.
Group C : Cotton spinning and weaving with bacic

processin:,

Croup 2 . Cettar/non-cotion spinning and weaving
and/or sophisticated processing (such
28 tebilising, .ecowa finishin: este.)

Group E :  Cottorn/ron-cottor spimning ané wenving
ond wholly ncew avenues.



In this context, it is necessiry to maintain that in the analysis
we I'Teep distinct and treat separately the rnlated problems of diffe--
rentials in technology and p.uductivity, on the one hand, and differen-
tials in prefitability on the cther, for the latter are influené;d
by a far greater number of factors, all of wnich ars not easily accormo-
dated in a single enalytical frame. The paper itself is in three parts.
Ir; Part I we study the structure of the industry and its relation v:ith
the growth of demand for textiles. In Part II we try to see the impact
of these tI:ends on investment, prices and profitability and on the
composition of output of textile firms. This leads to an understandin:
of the reasons why despite the delay in the introduction ol new technings
on the part of certain firms they display ar ability to survive and
continue in production. inally, in Part III we cxamins whether the
same factors aliowing ror the existenc: of differentials in technology
between firms elso explain the differentialc in profitability. To the
extent they do not an at'erpt is nade to indicate the possible rcasons

for such differ mtials and to delineate the areas of further study.

The Darnnd for Textiles

Most studies relating to the textile mdustry point to the declin.
in the per capita consumptior; of cloth since t:e nid-sixties to be or.:>
of the principal vroblems facing the industry. Apparent per cavite
consumption or per capita availebility cf cotton und blended cloth
reaéhed a maximwa of 16,85 metres in 1964-065 and subsequently declincd
slowly to reach 14.5 metres in 1675-76, despite the increase in per

capita real incomes over tlis period (Table IIT). Besides this declinc
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in per capita consumption, two factors relating to ths changing
pattem of avai."l.ability of cloth have also becn noted: First, there
has been a shift in pioduction in favour of tlie finer varieties, so til
whilothe avilablility of the coarser varieties has declined absolutely
that of fine and supar fine varisties has in fact increased; secondly,
there has been a rapid increase in the availability of non-cotton fabd

3
and cottory/non-cotton blendsi/

The changes observed in the pattern of availability have provided
the basis for two arguasnts regarding the possible factors behind the.
decline 4n per capita consuuption of cloth. The assymstry involved iff
increase in the availability of fine cot ton, non=-cotton and blend-ed
fabrics(consuned mainly by thé; upper income groups) and a decrease in
the availability of coarsc and lower mediun cotton varicties (consured
by the lower incoimc groups) lends credence to the view that the decll
in per capita conswiption has to beo explained in terns of a shift in
distribution of income in favour of the upper income group:. The decll]
in the consuption oi the lower income groups arising from such a
process, it is argued, cannot be balanced by the increase in the uppel
income ranges, for tu. wrkot in that rarge is rather narrow and relaf
tively staturated; hence the decline in oveiall pav capita consumptiog
The shift in inccre Cistribution itself is a vesult of the snift in
tems of trade in favour of agriculture in the post mid-sixties, conse
quent to the sharp increase in foodgrain prices - a phenomenon which
has provided the basis for an exblam";ipn ol *he overall trend.towan‘.i

stagnation in the demand for industrial products in Indmy
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TARLE III

PE. CAPITA AVAILABILITY OF CLOTH 4ND PLii CAiPITA.
HEAL IHCOME

R e e o S P B i e U B e e 5 - - o

2oy Copita Availability Par Capita Lieal
of Cotton & Blended uic Income (1S60-61

cloth(metres) prices )
195152 10.95 2542
1952-53 13.46 257.8
1¢€53-54 14.03 26¢.2
1654-55 13.83 271.6
1955-56 14.35 276.3
1956-57 14.71 285.8
1957-58 14.50 275.2
165659 15.20 261.0
1959-60 14,.87 291.1
1660-61 15.00 305.6
1561-62 15.91 309.2
196263 15.52 308.2
1503 -64 15.93 318.3
1964~65 16.85 335.1
1965-66 16.45- 311.0
1C6€.-67 15.60 307.4
19075 15,31 325,/
1967-69 16.27 327.0
196$-70 15.60 340.6
1970-71 15.55 353.0
1971-72 14.57 345.0
1972-73 15.13 337.1
1973=74 13.94 348.1
1974~75 14..60 343.2
1675-76 14.56 - 365.6

- - o g

Source: Baskhar G. Kakatkar: "Fall in Per Capita Cloth
Consunmption®, ICHF Journal, Decenber 1¢77.




While the above argument undoubtedly explains in part the decling
in the per capita demnd. for cloth it appears inasufficient for the f]
ing reasons: (i) Since the poorest 30 ner cemt of the population
(expenditurc-wise) concune only 7.4S per cent and 4.75 per cent of .
the cloth consuned in rural and wban areas respactively, while the
fichee;t 10 per cent consures 24.G4,per cent and 44.8G ner cent, the
declin - in corputntion is not 2asily explained pureiy in tetms cf a
decline in bons'u.mption in the lower expenditure classes; and (ii) it
fails to take into ccrrideration the implications of the increase in
the durability of cloth,cunsequent to the iispiovements on existing
va rieties and the increase in avcilability of non-ecotton and 'blc:!

;‘/

toxtilos

The data on thz distribution of tho consumption of blunded te
according to the level of incone (Table IV) indicate that it is con
tratcd in the upper incoune grdups'; .this is only to be expe?’tied given
thz fact that the price of much tcxtiles is two to three tinos that‘
ofi cotton cloth. But the wear life of these textilos is also two to
three times that of cotton fubrics. The gzreater durability of such
cloth cowvined witih its wash and wear propceities nakes it possible
for any individwl to :nke do with uuch lo;ss cloth in terns of lineall
tolres in a given period of time. Thus the growth in the consurptiod
"of tore durable cloth in thosogranges of incoua where consumption
is emncontrutsd would, it is argud, 1cad to a decline in the quantul

£l

derand for cloth per capita."

It needs to be noted here that tie trends deseribed above, not
only led to a decline in the overall consuiption of cloth per capita]

but in particular to a docline in thoe consumption of cotton cloth,
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Table IV

Estimat d Purcia se_of Textiles psr “buschold at Different
Incone Ievels (1575)

( in metres )

-
ey O -

Incone Group A1l Textiles  Cotton Other
Textiles Textiles

— oo -

Rs. 1500 45,00 42.50 2.50

Lis. 1500 - 2,999 66.36 63.60 4.76
Hs. 3000 - 5,999 104,59 92.66 11.91
Rs. 6000 - 9,965 121.37 103.03 18.34
Ks. 10000 - 15,595 15C. 62 126.56 24,06
Tis. 2000 150,00 M2 30.78
Average | 90.23 €45 10.74

e e g - —— -

Source: wuoted in Bhaakar G. Kakatkar, “Fall in per cepita cloth
ccaswngtion,” ICMF Jourral, Decerber 1977.

This stagnation in thec demand 1or cetton textiles, couvbined with the
changes in the pat tern of conswmption inflences both the compositior
of output of textile firns and also their dircctiorn of oJ.Cpansion.
Tue eXact nazture of this 1571 meze and its implications for the .
stﬁlcture of the industry is whal we coile to in the discussion

that follows.

Structwre of the Industry

At the beginning of' 1975, the cotton~ll industry in India con-
sisted of 691 units in cpcration, orf which 403 where purely spinning
units and the ramaiui":;g <88 covposite units. lowever, of the total
spindlage installed (18,8/7,000) only 6,539,000 (that is 34.7 percer: )
wore with the spinning mills while 12,318,000 were with the composits

v

units.
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This unequal distribution of the spindlage corbined with the
gova nnental regulation that a certain proportion of the yarn
produced in the composite sector should be sold as 'free yarn' in
the open narket implies that the s.pirmin,g and conposite seckors of
the industry compete with each other both in the rarket for raw
raterials and in thot for finished yam, PFurther the two secters
togethor face the threat of entry of potential competitors into
the ydarn narkot f"or there exists no rescriction on the creation of

g/

riew spinning capacity.

The situation with respect to inter-sectoral corpetition and
conpetition from nouw ontrants in the procduction of cloth appears
to e differant. This for the following reasons: Firstly, since
there is a restriction on the expansicn of looiaze in the rill secto:.
there is no threat frmn potential coipetitors to the existing
corposite mills, eiti:er due to the entry of existing spinning
nills into weaving or due to the establiguient of new conposite
_ui]ls;% secondly, since tle governrent rescrves certain varieties
of cloth largely for the daccentralised sector, the corpetition
between the rill and decentralised scctors is muted to a certain
extent., llowever, the cxistence of. corplete freedo: for both the
secters in the production cf non-\reserved varicties implies that

cormpctition in respect of this category of products shouléd be

intense.
Taking the productions of yarn and cloth tojether, thero is

reason ‘to belicve that the mill industry as a wiole would be
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largely a competitive one, for it has certain other attributes

which endow it with a cospetitive character. Firstly, wnlike in
the "cligopolistic industries® as traditionalily defined, the industry
consists of a large nuiber of fims with no rarked concentration of
output in the hands of a few producors. Thus the Monopolies Inquiry
Corvuission found the level of concentration in the industry to be
'mil'. Secomdly tlere are wide variations in the size of firms in
* the industry lei.ch result in substantisl cost differentials arising
out of the 'econories of scale.! In fact the industry consists-

of a spectru: of producers vafying ;_‘_‘I'Ofl those earning the

highest profit to the 'marginal procucers' who earn alwost no

profits above ope-ating costs. This would mean that a reduction

in price by any ol the low-cost producers would_lead to the exit
of the 'rarginal prcducerd’ fron production. If this were not
true there would be a tendency on the part of finis not to
reduce prices relative to costs for fear of retaliatory action by
equally strong conpetifors - a tendency which would reduce the

e . A
8ctent and alsc =alter thie nature of corpetition in the mdustry.—/

Thus, on the whole, the above structuml c’aracteristics of the

industry would nake it a coupetitive ore.



12

However, even here, the compotitive structure of the industry ic
to a certain extent modified by the wide varjations in the composition
of output of what are gorerlly terned 'textile firms.!  Varintions
in the composition of output uriss duc to the followingr four factors:
(i) cotton cloth or yarn is not & homozenous producl but includes
different counts of yarn and varictics of cloth distirnguished in terms
of their fincness, besides of course differences inwidihs , types ote.
(ii) the growing inportance of cotton and viscose/polycster blends el
of which is prodwed or the cotton sninning and weaving systea itsclf
and which ar: known for thoir durability, better appearance, anti-creas:

] “ and tie availability of
properties and so on; (1ii) the cifferences in processing facilitidy
very sophisticated finisling processes such as gobilising and H:cowa
finishing with certain producers ecnabling a substantiz:l docrec of proits -
differentiation; and () the tendency for wany firms, which started liu-
with toextiles as thedr mein activity to diversify into wholly now oveiw.:
liko synthetics, chounieals, fortiliseor:, onzincering goods, v.;;r.a:;p-;.tlﬁ ,
clectrordes, and 30 on (wp; : dix )which provideg a picture of thie produc’
co.position of thosc firas with fixed asscts groater than 1C0C lakhg: foi
which data arc available i tize 1luscst issue of tho Bortay Stock meeiwr:r

Directory, thows clzarly the cxtent to which this practice has cvolved,

The differences in tix comwositin ¢f output erising fro.. tiuc
above factors have cignificant implications for tha structure of th:
industry. The proc‘.uct”diffomntiati.on nzde possible by the developuont
in prodessing and the produxction of blended febiics have introduced
substantial clonents of irmerfection into the market. A concordtant o

such a procoss is the increasing rolc of quality competition (accorpa=

nicé by higher sclling costs) as opposod to price coupotition in the
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industry.1—2/ The importance of this factor can bz judged from
the fact that labour engaged in 'spinning 'md related activiti es!
has declined frcn 327,000 to 292,000 and that in 'woaving and
rolated achtivitic 5! fron 2‘;74,000 to 262,000 between 1656 and 1973,
whilec that in 'other-a;:tivil,ic:s includi-ng processing' has grown

X L
from 186,000 to .’230,000.'2/ However, this treng should not be

scon nerely in turms of a tend.ncy torsa~lo increasing compdition

throuzh differentiation,  Sincc rany of the more seplisticated

fabrics involvinZ ncu processing tec'miques and blends constitute

an cxtrenely co tly range, they catcr coxclusively to the upper incoie
groﬁps in the population. PMurtivr, since the techriques (especiall;
processing ) used in the pra uctior; of such fabrics involve hirher
lovels of investint and even €ollaborstion agreerontc with foreign
produccrs who hold the patents for such procucts, they or- accessit..
to very few producers whe increasingly concentrate on such ioroduct

1/
as part of a prograrmic of divorsification. These producers

“hardly compote witly nany of the fims in ohe irdustry (cspeecially
the rarginel and  subenarginal fimss), since tivir fabrics hardly
constitute substitutes for the products of the latter. Thus some
of the imost innovative firms at the frontier of technical change
in the industry are in fact not competitive with many of the fims
less sophisticated in terns of teclnology. On the other hand,
there cxis® & virtual oligopoly in the prpduction of cortain types
of luxury fubrics. Typical cxampl.g of firms producing such a
1.'ango “of fabrics cre Bonbay Dyciz;;g , Dolhi Cloth Mills, Fhatau,

Gwalior and so or.. Thus th:ire oxists, a 'structural break' in tho
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industry with a fow oligopolistic producess concentrating on a renge
of oxclusive fabrics and a large number of producers cémpoting in tho

production of the more ordinary fabrics.

Besides the tondency of concentrating on the praduction of more
sophisticated fabrics on the part of certain firms, we have noted that
many 'textile firms' have diversificd into wholly now avenues of pro-
duction. Thus an analysis of the industry bascd on the output it,produced

]
(as’'is implicit in all dorand studies) will be insufficient to oxplain
the performance of the firms constituting the industry, and thorceforc als
the difforentials in tochnical and financial paformance. The importanee
of thig trend of diverusification is clear from thc following quotation
from ontBI study on tho textile industry:

"The wncortainty of caming ‘regular profits fron the manufacture

of cotton textiles has forced many companics to divert their

funds to other activities likec the production of stecl, cherd-

cals, ctc. and also to invest in compani:g/subsidiaries manufa-

cturing products othur than cotton fabrics which fetch better
prices in the opon market. Of the 261 companies covered in the
gcrios for 1665-66 tc 1970-71 the available deta indicate that

only 57 companies arc Spinning pure yarn and 115 companies are

ongaged in tho production of pure yarn gnd cloth. Thc remaining

cormpanios had rcsorted to the production of synthetics. In
addition, as many as 39 of the 261 companies had undertaken
subsidiary activitics like the manufacture of chemicals, steal,
sugar, electronic cquipment, rayon and silk, . machinery,etc. Therc
arc souc 8 companies which are having cither tully owned sub-

gidiarics or corpanics controlled by them cngaged in activitios
other than the manufacturc of cotton textiles.® 1§/

There aro many factors that - could oxplain this trend towards
diversification., To :;bart with, tho pattern of growth in the domand
for textiles we had discussed ocarlicr and in tlat for rnufactures.in
general notod by otler ocononists, @n the onc hand sets limits to the
possibilities of cxpansion within tho traditional toxtilos &nd

provides now productive oi)portun_itios in the production of blended
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end lwary fabrics and in avenues like consuwner durables and activi-
tios related to it. This provides a powcrful oxtermal inducencnt to
expend in new diroctions, ospecially for fims capable of ovarcoming
obstacles like'.ar barri:rs to entry, the nced for initial staying powow,
and so on.lé/ Secondly; there aro- factors internal to the firm such
as tho availability of parlicular types of unused mnagerial services,
new innovations in industrial research, the tachnological base of the
firm, and so on which gencrate thc pressure for diversification.l?/
Thirdly, since about the late fiftics profits (both rerzins on salos
and returns on capital - scc Table V) in sectors like silk and rayon,
chonicals and enginccring have been alnost double that in the textile
industry. Thus the scarch for highor and more regular profits might
itgelf warrant diversification. Finally, sincc in Indien iddustry
the noeds of thic buziness house rmather than-tiist of particular fims
havo a significant irfluwico on the behaviour of firms, divorsification
night bo nccessitatod by the overall stratogy of the business house.
Thus Hazari in hig study on tho Corporato Private Sector noted that
Tata, Martin Burn and Shri rnan among tlo ]:arg-;r groups proferred to
concentratc rost of their agssets in a fow large coipanios — Tata

and Martin Bum bncausc of their preponderant intorest in capital
intensive industrics and Shri Tan out of daliberate ciwico. As for
nany of the othor groups, including Birla, Dalmia Sehu Jain, Bind
Huilyior, Bangur and J.K., though thoy displayed a tondoncy to dispersc
industrial, trading and financial activity, thoy - Givorsifiec

many of their leading-cor.xpanios.zg/ Whatover the oxact rotivation

for the diversification of thuractivity by sone of the leading fims
m the toxtilc industry, it is an aspoct of tho structurc of tiv

industry which has significant iuplications for developnents within
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the industry - an influonce we shall cone to in the subsoquent section.

II

Hature of tiie Co.potitive Procoos

Tho overall staturation in the gravth of demand for the
products of the rill sector has reflected itsclf in the high levels
of unutiliscd capacity in tle industry.r;/ Givan the structure of
the industry describoed earlicr, and the tondency of fims to sustain
a certain 'nomal' 1 .wel of utilisation, this undorutilication of
canacity sioulcd lcad to a situation where tho HOTC p.ogressive firms
productivity-wise, cither pass on the benefits of their increased
prodiwc tivity to the conswiiers in t'ie form of lowor »rices or utilise

thon for increasing sclling costs or indulging in quality competition®

If this occurs, it would ai{.foct tle cost pricc relationship .of
all producers meking it impossiblec for thc narginal produccrs' (who ac
wnit operating cgsts cquals price) to continuc in production. Thc
éonsoquont' oxit from production of the luss technologically ;a.dvancod
producers (tho nunbor dependirg on the cxtent of the price' cut)
Joads to a redistribution of “he existing market between those who .
continuc in production and tncrufore to an increase in the utilisation
of capacity.

Undoubtedly, in thic textile industry both foms of competition
(price and q:mntity coripetitition) have pleyud a rols, Given ricing
costs ovcr’t.imc, the attenpt to pass on productivity incrcasvs to
tho consuavr should rofloct itsclf in a faster rate of growth of

costs rclative to prices., In fact between 1964 and 1975 the index:
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nuribers (1661-62 = 100) of raw co*wn and wazo costs heve inercasod

gt the rate of 10.45 por cont and 7.3 - 8.4 poreent (in Qiff srent
centres) respectively, wiilc thct of cotton yarn and wanufacturcs rosc
at G.79 per cent and 6.57 pr écnt m:;pcctiVolyz_.y As for the growth of
quality compcetition, while it has been on tiw inercasc ac i clear fron
tie proliforation of varivtics and blends, the shift o butter and
norce duzble varictiic of cloth and tlv incrcasing ir:portanca of the
processing side of the industry indicated .oarlicr, it is extroenely
difficult to ?.masure the extent to which this factor has played a rolc

in the conpetitive procoss in tae industry.

The net offeet of the conpotitive process las been ths exit fren
: oy 23/ o : .

production of 151 firig/about 1¢77-78. Hile nuterically this is
quitc significant this s.aould not be scen onc-cidedly. What is into-
reoting is that boasides thz:.so 151 firne, thors cven today oxist in
procduction about 143 firms vhich have beun id ritifd»¢ as unviable
on the basis of the critcerion of technical owoclescence.  Furthor,
cven tiose 151 firus whon tokem over by the NIC and the State Jovern-
nont s wera charactoericod by a hijh degree of obsolescence and tho use
of docrcpit machinery. Since nodcernisation is not a onc=tiiwe process
but rathor involves a comtinuous procusc of wintinare ¢ and the up-
dati A1 £ - N ot o ‘;)‘.2/ > aine

ng of differont procoessce: in a given plant,~ it reains a
puzzle hou these firns continued in pro-uction cven without uncer-
taking a rdninua of ;:nintozimac..;, repairs or odernisation. This
Qospite tho wdstence of firag in the industey with high lovels of
productivity. What is the mochanisn which porsits these £irms to x-o;.".:l

sconordcally viable despite tle ir obscerved touchnical obsolescence?
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Investnept Porforiance

,Frc'am our description of tip compcpitivc process it should be clear
that what nacds to be locked at is the rate at which productivity increas..
occur in thoe iﬁdustxy and .t'nc cxtont te which they affoct or influence ti..
difforent firms in the iadustry. .Sincc productivity incrcases imply sonc
fora of tochnical crange, thuy are cither dus to th. .'cplacoment of oxd st
‘sachinery with new and botter thﬁ_pr.tcnl;, or the cr.ation of new capa.city -
that is, they. del.:,cnd on the ratc of gress fixed assets formeation or groes s

24/

invostnent,

A study of the amnual rate of growth of grecs fixed assets over five
yoar intervals, for thosc fin';_s covered by the TBI studics of the finan-
cos .oi; j’o:int Stock cormanic‘s;z'é/ shows that it incroased betwoen ths yoe: -
1950-51 and 1965-66 fron 7.4 per cant (1950-55) to 10.$ parcont (1560-65
Subsoquently, we soe that thc rate of gross fixod assots formation fell
sharply to 6.63 por cant in the puricd 1965-66 to 1970-71 and then rosc
t.o 8.-5"pczr cont, m tac soventios, 'A_s for nct fixcd 2 ssets formatinnm,
aftor rising sharply fren 6.61 por cont pur annun in 1950-55 fo 12.25
sor cont in 1955-60, & procuss of decelcration st in with the valuc for
1970-75 buing nuch 1288 vian et ror tho pcl‘iod' 1555-60 (Scc Table VI),
Sinco t.ns process has occurod during a poricd of‘ g'cnoml inflstion and
slnc(, the values of gross assets are in curront prices the actual dece-
lcn.ation woiﬂ.d bo nuch nore than can be Jiscomed fron these figures.

A3 for the trands in now investment somge idea can be obtained fron

the stagnation in tho ratc of growth offeapacity in tho nill scctor. #
Thus betwoon 1956 .and 1975 tho incex nuiber of spindlos instellad grew
at the rato®f 1.13 porcont pJ annu and that of the nunber of looms

[} . 2 - .
installed at tihe ratc of 6,12 pur ccnt.‘é/ ‘Undoubtdly, tho slow rate
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Table VI: Annual Cohpdund Growth fates of Net And
Gross Fix>d Assets

g ot
1950-55 6.61 (0.997)  7.36 (.9%)
195560 12.25 (0.958) .00 (.985)
1960-65 10.73 (0.985) 10.8¢  (.9997)
1665-70 4.59 (0.S24) 6.63 (.565)
1970-75 7.23  (0.955) $.50 (0.994)

Noto: Growth rates are cciputed on the basis of fittxd '2
trends, Figurcs in brackcets give the value of the Ii.

Source :Calculated on the basis of tir fipurcs obtaine¢ fron
IBI studies on the inmance: of Joint Stock Companioes.

of growth of loomage capacity is related to thé restriction inposcd on
its expansion. Howover, what is intcresting to note is timt.cven

whon the governrient did liberalisc its policy and peruit an incroase

in the number of loous installed 'tl.lo offer was largely unutilised.

Thus whoen a departure was nade fron tho polic; of restriction in
October 1963, whean a 10 pereont  increcase in the loociage of corposite |
mills was sanq:'cion.;xl and sninning nills were allowed to set up 100
loons each, it was noted that “this perwission was not largely utifisec.
The net effect of this stagration in the rato of investnent would be
the slow ratec of technical change and ai low rate of pmdmtivity.

increase in the industry.
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Tha Distribution and Dircction of Investment

However, this it not all. In fact tho figures on the rate of
gross fixed asscts foruation quoted above are no clear indication
of the oxtent to ulhdch productivity inereascs occur in the industry
ard therefore, of tic coupctitive pressure on cB:or fims in tho' industry.
To understand this we nced td ge back to our (':arlior stutenents regard.-
ing the structurc of the industry. Firstly, we had argwd that tler
exists, what we terned, a structural bresk in tlho industry with a
few finis préducin; for a highiy clusive rarket and tlizrefore not
conpeting with theenajority of o.educers. Sueondly, we had indicater
that nost ofthc larger and wuore rapidly growing fims in the indust!‘y

had diversified their activity and cntered wholly rnav areas of prodv.c:t. -

These fwo factors ére significant, for productivity increasecs
arisinz fron such a Civersion of investient obviously do not generato
the type of coupetitive pressurss wo had discussed oarlier,  Now the
sizc distribution of firtis according to thuir prutuct composition,
(Table VII), shows .. clearly thet reost of the firms which have
underteken such chinges in tl.clr pjrocuct ceriposition are tle bigger
firms in the inductry. Thus o the oxtent that investnent is under-
taken' by thece firns it is not likely to goncrate the type of pressu-o.:
which lead to the ocdt of tiw nore toc!':nically backward firns fron
the mrket. Mn ideca of tlv extoent of such investrient can be obtaina
by comparing the performance of tic larjzce cotton textilc companics
(with a paid-up capital of over a erorc of rupces) with #hat of the

large and rcdiwn corpanics (paid up capital sreater than 5 lakhs,,

covered in the ¥BI studies c¢n the finances of Joint Stock Companice,
for the ycars 1970-71 to 1673-74 (Table VII1). TIhe date indicate

that thc large comwenics w'.ich cover about 13-15 percent of all the



2

companics included in the 1BI saiple, hcld about 60 porcens of the
rescrves an¢ surpluscs and undertook atout 54-57 perc.nt of t..e
investnent in fixed asscts. This indicates tiat the bulk of the
investiient in the industry is undicrtaken by the larger firms and

con 3c.uently is ]:i._l-tely to be cither in the nore exclusive toxtil:s
not competitive with thc products of a :njority of producars or in
the production of wially new products. This conbinod with the stagne tif
in investnent and the  creation of ncw capacity, reduces tic corpe-
titive pressurc eon the technically backward firas reducing their

rate of oxdt fron prodiction and cnsuring the .cono idc viability of
many of them, Thc slow ratc of teccinical chirnge 1o refloeted nost
clearly in the fact that though the adontion of avteuatic looms hnd
begur in the iiviediate post-indopodince puried, by 1973 only 18,36
per coent of tho loons in the industry were autantic; a clear indica :ﬁ.fsj
of the treinendous dclay in the introduction of now tocimiques in the
industry.z_s/ Further, whil: b, 1¢51 it had beon cstimated that, aboul
50 per cent of the leoms and over 2C poer cent of the spinning fraios
nceded replacenant, aound 1973 the lorkin; Group on Toxtiloes notes
that 'mtout 60 par cent of tle installed mpacity in the industry ic
more tian 30 ycars old (the noraal lifc-spar Jand or.o{.lx;r .20 percont
port;ains to weak and ﬁargiml units which requirc ncdernisation at arn
acceleratod pac(,.,irz-?/ This to a larze oxtent .ry oxplain thce obser-
ved ccononic viability of the siwell.r fims despite thodr techrical
obsolescence. In other words, tic stagma ticn of tho industry in
terus of output and investiont and the conscquent dirveetior of cxpan-
sion of the fims thet do grow, roficcts itgsclf in a chronic probloi.

of technical obsolescunce.,
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rable VII

Size dis:ribution of Sa.ple Firms According o
Product Composition

Size of Total | '

> O ot 150- 250~ 350~ 500~ 650- 800- 1000
ASSLt.;.ln sz, lalhs 0-150 250 350 5CC 650 800 1000
Cormodity Group

A g 7 L1 - - - -

B 3 2 5 - 1 - - .

c A 5 13 11 c 6 a8 6

D - - 1 2 4 3 7

B : - . 2 -3 1 15
o e - e

Note: For the basis of/caticgoriszation sec note on Table V.,
Source :Bombey Stock Exchanse Directory, 1977.

Inplications for the Incustry

The slow mate of toconical change in the indussry has undemined
the ccnpetitiveness of the .1ill sector vis-a-vis tlie decentralised
sector c¢n tiie one hand and the 1un-uade fabrics on the other.
sl i Lo sty en che chior jes in valve added »er person in sele~
cted industries in India has noted that for tae period ‘ic,l,é to 1969
the textile industry saw an arinucl rate of growth of valuc added at

constant (1€48-—1,,9) prices of only 1.3 per cent which was much lower

¥4

k.:l

than thez average rate of growth cof productivity in many otlier irndustri os.
In practice this has ecant that tie industry has not beon able to
neutralice cost increases tiarough increases in productivity to any signi-
ficant expent, leadins tc a continuous rise in the price of cotton
manufactures. For an industry whick is conpeting:ith the i Jloo

industry, whose ‘Lzolut. price per unit is iuch lower, and the man-macd.

. .. 31/ }
MBii.c industry wihose prices arc rising less faster‘,—( this has neant
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a continuous lo#s in demend as a result of swbstitution away from
mill products at both ends of the existinz incone ra.nge.zg/-Such a
process has placed the industry in a state of curulative disequilibriwr.,
as it were, with demand decelerating rapidly over timc, Thus the per
capita consurption of cotton :idl clotn has declined at the rate of

2.48 par cent per ammua over the period 1651 to 1972,

Fron the point of viaw of the profitability of the industry the
implications of the above trend arc clear cnough. The average rate of
return on capital for those tex:ile firas covered in the BI studies
has seen an almost continuous decline fgr a pericd of over
10 years following a peak reac.aed in 1‘7‘61-62.',?L The sane ho]:ds true
for the rargin cobtained on sales. However, it should be clear fron
our discusgion on the diffomntials in the levels of productivity and
the composition of output that thiz would not be true of all firms
in the industry. In fact, wec siwould expect subs:iantial diffem ntils
- finoncisy. perforance, It is to a study of thesc differentials
and the possible remsons for their cxistence that we ﬁum our atﬁon—

tion in the follcwing section.

I1T

Investnent and Profitability

Fro:. the precedin;; analysis of technical ciange in the
ihdustry it would appear thet the two principal factors responsible
for diffewntials in financial performance in the industry are the
differences in productivity and tlie differences in product compositioc:.
We had argued carlier that diffeiontials in productivity over time

depend on technical chunse ard hence on the rate of investument.

St o 8 @ e gt v - B G YO e

L 4
¥This is reflected in a siarp decline in the five-yzorly averaze
rate of profit shown in Talle V; for yearly data sec LBI &#tulies
on Finances of Joint Stock Corpanies.



The sanre would hold true for chanzes in tie product mix for, cespite
the flexibility of equipment used, beyond a point zuch changes
would necessitate investient cithor in now equipaont or in the modi-

33/

fication of cxisting cquivient, Hence, we should expzct that
improvements in f ir;ancial perfomence vould be related to tie rate of
investinent - that is, firhs which unde tal: o Lisher rate of invest-
nent would also reap a bebtier profit. In crler to study the extent
and naturc of the iclationship betwecen investient and the Tinancial
perfornance of fir.is we selected a sample of 25 firms clascificd as
Pspinning firms' in tiwe Borrb'ay Stock ixchange Dircctorsy, but which
include firms which lmove diversificed into other avenues including weav-
ing.  The choice was based or the aveilability of continuous data
for the periot 1964-75. 4An amalyzis of the financial statistics of
these firms brought out the¢ following: (1) Thors existed a hish degree
of correlation betuwcen the wte of grovth of invest.cnt of firms and
the rave of growth of their sales and Jross ;)fCu.f‘its;B—-A/ (ii) "mile
there was no significant relaticonsidp bitween the mte of growtlh: of
fixed assets of firas over the period 1964-75 and the average lovel
of thcir prorit margins (gioss nrofits 2s u percentage of sales) in
to
the period 1964-7C, the forer is very clarly rclated/tue averagoe
level of the profit margin in itix neriod 1970-75 - that is, profits
seen to follow investiunt rethor them vice-vcr:;a;B—s/ and (iii) while
therc secus to e ro relation between the rates of growth ol investier
sales and profits and the size of fimns, thesc variables seent to be
related to the producf rix of the firms concenred {Tables IX and X) -
the more diversified f£irs showing a dgiicr rate of increase of these

3y

variables.
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Table IX: Averaze iate of Growti: (1964-67 to 1973-74)
of Sclcctod Variables of 25 firms classifiec
by Size of Fixed assets

3
- D D o 4 S > - —— - g o 0t T S e Y e - -

Size Class  Gross fixed late of Growth ‘zte of Growth ate of Growtn

(Gress Fixed  Assets of Net fixed of Net of gross
(issets) Foration ‘ issets salcs profits
{"50 lakhs 8.57 8.8¢ 15.96 12.76
(2.22) (4.82) (3.64) (6.85)

50-80 lakhs 7.91 5.05 11.36 11.14
(3.17) - (5.89) (3.10) (€.57)

80-120 lakhs G.07 10.14 14.19 12,22
( 4.34) (5.63) (5.91) (5.36)

120 lakhs 7.56 6.60 11.18 10.48
(2.38) (5.49) (3.80° (5.80)

- — i s 9 o - - o

O e e = 8 o = = -—— . Gmaws- e —

iloto: (13 Figurcs in brackets indicatc standard doviations.
(ii) 4Averages reclate to the weighted avorages®of the rate of
growth where the weights arz the actwal values of the con-
corned variable in the basc peried.

Source: Calculated fron dat: p.od ded in t.e Bombay Stock Exchange
Official Directory, Stock Exchangc Foundation, Bombey, 1976.
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Table X

Averagoe Tate of Growth (19G4-67 to 1973-75) of
Selected Variables of 25 Firas Classified
Product-iwise

- = e e - - v @ am -

g;‘oduct No. of Tete of Growt: iate of Growth rate of Tate of grov
teqory Firns  of dross of Nlet fixed grovthof of gross
. fixed Asscts Assots Net Sales gross Prof:

Cotton yarn” 40s (4) 5.45 2.13 9.42 8.30
(2.59) (6.85) (4.92) (10.05)

Cotton yarn »40s (5) 7.25 6.78 10.44, 8.7
(2.96) (3.41) (1.86) (3.05)

Cotton and Staple

fibre yarn & Pro- (9) 7.37 3 75 13.12 - 12.46

cessing (2.64) (6.13) (3.67) (5.24)

Spinning, Woaving &

Allied activitics 2.( " . .

, - 7) 1C.24 11.36 13.12 11.8¢
wiolly new avonues (2.85) (3.88) (5.95) : (6.68)
Spinning, Weaving &

Allied activities &
wholly new avenucs (5) 11.15 13.24 15.12 14.84
(2.56) (1.74} (5.67} (6.25)

- s Bt e G e B e S Gt gy 900 S B e

o o wmar ae

Noto: (i) Figures in breckets indicrie standard “aviations around the
weighted nean.,

(ii) éwvermee celeulatad by woig ting tho rates of growth of the
different vanables for ench fim by the actual valuc of the
variabtle in tie basc period.

(iii) Tow (5) in the table is obtained by oritting 2 firms fron
thioso in row (4) which hrve diversified czitler into weaving
or wholly “icw lines of praluction. The two fims ouitted are
Janakiran Mills Lirite?, amd Taghuvanshi Mills Ltd. both of
which thowh dversicii ;(‘ rre obviously not in the profitable
lincs ¢f production. For wampl -, though Janakirar Mills has
divergificd into weeving from spinning, it spins only yarn of
counts 2Cs - 403 and wcavis orly grey cloth.
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The above results are interesting for they bear out our expecta-
tions regarding the wlationsihip between investrent and financial
perfornance; Secondly, they tie up with our carlicr understanding
that, given the lirits to excwnsion within texrtiles, the principal

forri of growth in the industry is ti:rough a process of diversificatior.

Diversification and Prefitability

To assess the oxtent to which this px'-ocess of diversification
itself leads to differentials in profitability in the industry, we
calculated the average level of profits for tie peidod 1970-75 of
125 fimms classif® d into groups, acco.ding to thwir product 'conposi'i':..?-:.tw.
The.san'ple' of firms consisted of all thosc fims quoted in the Bombey
Stock Bxchange for which data arc available in the latest Official
Directory of the Ebcchange.ﬂ/ Table XI pm'vidcs the data flor' tie
purely spimnning nills and the composite and diversified rills rogpecti.»
vely. Fren the tables it aprears tmt while the degree of Aiversifi-
cation dofinitely does play a role in exolaining the differentials
in profitability in the casc cf the composite mille this doecs not hol.
true in the case Of. the purely spincing iiilis. In fact the spinning
units srow -even a highar profit! than the coiposite and diversified_-
mlls. Further, cven within the spinning scctor while the margin on
sales of firns involved in the piroductior of cotton yarn is greater
thah that of firms involved in non-cotton spinring, their retum on

.
capital is lower. However, thesc discrepancies in the bchaviour of
the spinning sector arc partly expleined by the bias in the saiple
itself. Jincemoest of the spimming units arc rather snall units,
theoy are either private lidted coupanies or are not quoted in the

Stock Exchange.” As a result the srple of syineing nills included
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Teble XI

Comnodity~Group wise_Profitability in thc

Textilc Industry

-

Corrwodity Number Groas P;'-ofits B Gres s Profits as %
Group of firns a2z a % of Sales of Total Capitel
- e e e etployed
Group 4 20 1/..22 11.33
Group B 11 12.94 12.3 12.34
Group C 56 17 "8 c.38
Group D 17 v 10.72
Group E 21 17.67 & 11.30
Source: Calculated from data previded in the Official Stock Ecchange
Dircctory, Vol.7 and 8, Bormbay Stccl: Exchanze, 1977.
Notes: Grgup 4: Cotton Spinning cnly.
Group B. BSpinning enly - Cotton and non-Cotton, .
Group C: Cotton Scinniryg and Weaving with basic proccessing.
Group D: Cotton nun cotton spinning and wcaving and
sephisticatcé srocessing (such as  tebilizing,
Heocown finishing otc. )
; , Group E: Spinning and/or weaving ar:. wiolly now

irn the Stock xchange Dirccthory would be ruch nore biased tarards the
larger and norc productive units tlnn in the cise of tic composite mills.

Hencc, tl';e spinning sector sanplce would cistloy o ruch higher average
rate of profit than is actually truc of the spinning nilis in the

industry. Such a viow is particulxTy corroborated by the fact that
while the spinnir; .:ills constituted about 58 per cont of the total

nunber of ndlls in the country, they only cover 25 par cant of the

sariple units.
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The Influonce of Size

The question of the bias involved in tlo sarple brings into
focus another factor which could oxplain tme diffemntials in piofita-
" bility betwcen firms, viz., the size of fims., Size can iead to diffe-
rentials in profitability for tvwo reasons. First, there could exist
econonies of scale arising citier out of teclhnical oconor.ﬁ.os or manageri..
and financial econoiies. The forner relate to the reduction in unit
costs which can bo actieved through larger scale of plant which porfits
incroasing specialization, introduction of autouatic machinery and so
on, while the latter rclates to the reduction in wnit costs dorived

fron managerial reorinisation end tho benefits of bulk purchase and sele,

In the casc of the textile industry since raw raterial costs
cons‘t:itute a vory significant proporticn of total costs in the industry,
oconoiries arising from thoe bulk purchase of T:aw cot ton can be very
signifiCant.J}g/ The larger :xills have the advantage of being able
to purclr se the riglt rix of cotton varictics (depcnding' on relat ve
pr_i_ces) at the right tiie (when prices are low), beecause of their bettoer
ligidity position. On the etlicr hand, since the sialler fimg very
often have to buy raw material on crudit they ond up paying a higher
price for raw mtcrials That the lack of sufficiunt working capital
can nakc a siéﬂificant differance to cost is clear from the following:
obecrvation of the Commxittec which studiad the relationship between

the priccs of Kapas, :dll pgate prices of cotton and cottom nanufactw c.

"It has bcon obscrved that a nunber of textile inills have to
depend on na chants for supplying cotton on credit to thei,
the terns of credit varying botwcen vhe indivi dual mills and
the supplier. Though a number of nills avail theiiselves of
this facility duc to :ieasons beyond tlicir control, the toris
on which such raw cotton is nnde available in the markcet and

e s 0
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the prices at which it is s$0ld on credit is enomous.,
It is because of this that the weak rdills have to pay
a higher price for cotton particularly, in arcas where
cotton is not :rowm® 3¢/

Such differmces, naturally, provide the bigger mills with e cost

advantaga,

Secondly, profitability ce:n be rclated to «ize bocause of the
fact that ‘diversification Presupposes en ir;creaée 1n size. This is
clear fron the fact tnt the larger firms in tlic industry &re also tiv
nore diversificed ones. Thus the bencfit of profitability doriving-
fron diversification yould roflect itself in a tendency for ths larger
firns to show a highar rate of profit.ég/

In order to (ii.ffcrmﬁato partially at loast botween tho cffoct
of these two factors we calculzted the avernse profitability of firas
classified both according to product coupcsitio;z and oize (see Tables
XII and XIII). Here again, in tile case of the purely spinning nills
while size does éeem to have an influencc on the level of profitebilil
the relation is not quite clear, in the lowest two size groups of
non. cotton spinning firas. However, in the case of the composite

and diversified 115 the following results emerge: First, size
doés have a gignificant influeice on the levels of profitability in
the case of those mills which have not entered the production of .
non-cotton or sophisticated febrics or wholly new products; secondly,
it is clear that the rore diversified fims are the larrger fims
and they in general displey a higher wargin on 'sale‘s and return on
capital; and, finally, while in each size group the diversified
firns display a higher margin on sales, the résult is-not 8o obvious
when looked at from the point of vies of rehturm on capital emmloyed ,l

though even here it holds true in the largest size group, which has e
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a substantial chunk (15 out of 21) of the firms diversified into new

avenues,
Table XITI

Profitability of Spinning Mills by Size and Product Conposition
Gross_Profits as_a P:rcentage_of Sales

- -

Total Assets (10 450250 250350 350-50C  500-650 ALl £i s

in million ILs,

Comrodity Group
Group A 11.87 12.84 15.56 22.67 - 14.22
(8) (7) (4) (1) (20)
Group B 10.32 16,08 12.68 13.67 12.%4
(3) (2) (5) (1) (11)

- 0 O ot g L Oy S e e S B e e PR Dm0 S D G Y S SR G -

Gross Profits as a_Percentage of To 2l Capital

Baployed
Group A 8.38 8.28 14.41 21.08 - 11.33
Group B 15.35 1C.15 10.82 - 16,11 12.34,

“otes: 1, Group A: Cotion Spinnins only.
2, Group B: Spimuing only - Cotton and ncn-cotton,
Figures in brackets refer to thie nusber of sammple mills in t'w
relevant group.,

Source: Sere as Table IV,

The lack of a clear result in the case oft he nore diversified
firas,arises ‘undoubtedly because of the differences in the direction of
diversification z2tween firmz, Ceitain firnce enter rore lucrative
avenues in terms of the retum on capital, while others, c-ntoz" avenues
where the improvement in @argins are mcre than absorbed by the increase

in capital costs. On the whole, however, the evidence seems to indicate
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that economies of size do play a sienificant role in ~hoteroining prod
fitability differentials in the industry. But, since facto:s like
productivity, product conposition and size substantially overlap,the

influerc ¢ of cachh factor cannot !¢ scen indejendently of the rest.
Conclusionsg

In particular it neods to be noted that besices the differentials
in productivity and product conposition which were the starting points
of this paper, there =xist a nuiber of factor,, including the position
of firng in the raw materials market, which result ir differentd ls in
profitability. but what enelgns clearly fror: the analysis is t'nat.
while the textile industry as a whole appears ’w be in a state of
terisis', given its agro-based nature, its dependence on a denand
extremely serisitive to changes in food prices and the conposition of
output ard its structure and position relative to other industries,
the impaqt of the situation of crisis varies significantly over fims.
While it forces sone te go out of production it provides an incentive
to others to expand, tc diversify their activities and to consolidate
their pcsition vis-a-vis the nariets for raw materials and finished
goods, This cxplains the fact thet while the textile incdustry is con-
sidered to have had the most fluctwting fortuncs and to have been
s_everely affected by the recession in the i ustrial scdor, soae of
the largest an¢ 1most successful firms in India belong te this industry
The rost confortable sectors consist of those fims which have gone in

for large scale diversification and have entered wholly now fields.
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Talle XIII: PrOFITABILITY QF COWPOSITEE MILLS BY SIZE AND
PLODUCT COMPOSITION

Gress Profits as a Percentore of Sales

lotel issets 150~ 250~ 35C= 500 = 450~ 300- 1000 Al1l
in Million i.gs. 0=15C 25C 350 50C 650 8C0 1000 £iris
Group C 410 4.57 $.53 10.94 13.20 3.16 10.5C 11.47 11.08
(4) (5) (13) (11) (9) (6) (&) (6) (5%)

Group D - = = 12.57 14.03 15.06 15.02 14.29 14.5S
(1) @) &) ) @) 7)

Group E’ . - = = 13.50 -~ 12.74 11.83 17.02 17.67
(2) 3y (@) (15) (21)

Gross Profits gs Porcentue of Tobtsl Capital
Lployed

4

Group C 3.63  3.27 7.03C CUT8 10,49 10.45 10.07 6.8 <.38
Group D - - = 15,50 11.26 12,75 10,7C 10.52 10.72
Group B - - - 11,77 -~ 11.62 1C.¢1 11.28 11.3C

Notes: Fiures in bruckets refar to tiie nwiter of sauuple iidlls in the
relevant group.

Group C: Cotton Spimmin;; and Weavin.: with basic processing

Group D: Cotton/HNon-cotton spinning and weaving and/or soplisti-
cated processing/ such as .. cte.

Group " :Cotten/Non-cotton spinning and weavin:; and wholly new
averues.

Scurce: Sane as 14 and 15,
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In conclusion it reads o be said that this paper has at various
points taken certain trends in -he industry as given without seeking
explanations for ther., Thus nuch of the svidence quoted above Traise a
whole o3t of questions., «hat explairs the fact that certair firas
nodemise tieir machinery, siversify and grew while othsrs do not? Wnat
detenines the rate and cirection of expansion cf those firms that do
grow? And, {irally, what are “he dotermirants of itle rate cf invest-
nent in the industry as a whole ? Thouwh we have'ida" a2t tre possiklce
answers to sone of viese questiors, a conpletc angwer to *wm lioes out-

side the sccge of this sbtuiy. Tuey censtitute areas for furtier study.
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L[]
The aize of the cross-iaod nileh cninel stoclk iz cotimnted

by using the following: nethnl,

Let 3 the size £ the crasoe~bdred 1dilch stock in the year ©

and n be thoe wverage life suniy of
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¥ Between 1961 and 1973 production of coarse and medium cloth in the
mill-sector declined by 22.2 pa cant, while that of fine and super-
fine varieties has incieased by 30.2 per cent, As for clcth. productic:
as a whole whils coarse and mediun output has increased by 0.6 per-
cent, that of fine and superfire cloth has increased by 7S.7 bercent,
See Mridul iapen, "Exerging Tiends in Cotton Textile Consuuption,®
Socigl Scientist, 54~55, January-February, 1977. For the increase
in the availability of non-cotton fabrics see, Bhaskar G. Kekatkar,
«#Fa1]l in per capita Cloth Consumption®, ICMF Journal, December 1977.

4/ Seo Mrj.C'ml Eopen, op.cit, for the argunmt and alsc I‘.U,sgst,ry, “An

" amlysis of donand. for :xill-cloth in India® (ideueo. ), Institute of
Econoric Growth, Delhi, wio poses the arzuient in terms of an increasc
in foodgrain prices. For the nature of the relationship between
ir;gozle distribution and the terns of trude, S:c rshok idtra "Industiiu.
Growth and Income Distribution,® Social Scientist, 54~55, Jenuary-
Februery, 1577.

5/ Sce Bhaskar G, Kekatkar, op.cit, for an exposition of this argunent.
Mridul Eepen partly incorporates this aspcoct into her paper by talkin:
value changes ag incorporating quality chenges and showing that derar
‘has not kept pace' with income at a .rate warrantsd by the income -
elasticity of demand in value terms. Sce lMridGul Fapen, op.cit.

& Sce Bhaskar Ké.tkatkar, op.cit. Sucha possibility particularly helcr
in a situction where tic aveilability of consuner durables of all
sorts is on the increase. Thc growth in the conswiption of such
conswier durables will be at th: expense of an increase in the por
capita outlay on the consunption of cloth and would thorefore restidic:
the quantun of cloth conguned piur capita in the relevant range of
income. This naturlly sigﬁificantly affects the overall per capi.ta
demnand for cloth. In ore senso, this is a part of theo rapid dive sgin
fication in demnnd characteristic of wnderdcveloped countries, At
an oconony wide level it reflects itself in a <iocline in the denand
for nass conswiption goods while that for consuuer durables and
lwaury articles arc on the increase.

7/ Handbook of Statistics on the Tex.ile Industry, Indian Cotton
Mills Federation, Borbay, 1975, p.14.
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Besides the textile industry in goneral is one which require a lower

level of investnent for entry into or expansion within the industry.
This rules out the possilility of barriers tc new investuent as a
result of the 'scarcity qf bis capital'!. This has been noted as a
characteristic of tha ¥n81;s%ry by at_'wallc‘-.c_z i '

varioty of writems includinz eccnonic listorians. See for exaiple,
S.D. Chapwan, The Cotton Incustry in the Industripl licvolution, lac.
millan, 1972, Chapter 3.

Despite the fact tlat the rostriction on the exprqnsion of loorige

capacity werc partially lifted witer 1643, th.re were certain condi-
tions wldch had to be et by all :dills whiclh wanted to undertake
such expansion. In a siturtion wiere the intket for textiles was not
grewing even these partial restricticons could act as a serious

deterrent o>n insestent,

See Moncpolies Inquiry Cor.issici, icport, ¥ol. 1 and 2, New Delid,
1945, The MiC defines concentra: ion as 'hiit if tae tep 3 firms
account for 75 per cent oi’ tihe cutput, it is ';ediwtt when the shace
varies between 6C and 75 per cont and 'mil' waen it is less than

5C pe r cent.,

For the inportuance ol cost Jifferentials and ¢ exstence of
marginal procucers wit't zerc pro.its in the deterdnutior of the
corpetitive pressure in the induztry seo Jogsef Steirdl, Maturily and

Stagnation in .Jsierican Capitalis:, Monthly review Press, 1976, pp.37-4

Fcr the corplenentary nmature of increased quality conpetition and
i --hoert g Tin-s o ,p'_-l y = 3 . . £E_Gf
Ii-her selling cosi see Steindl, ¢p.cit, pp.55-56.

Deta obtoine? fren Eational Prowctivity Ca weil, Preductivity Trends

in the Cotion rexiiiy wx'ustry, Uow Delhi, 1976, Table 23, p.5C.
For cxn ple, the technical know-.acw [or crease resistant and ivinimu

v
]

ironing processirg (tebilizing) is patented by Broadhurst Lee Co.,
Ltd. Munchester while tiwt for leccowa finisii on processed zoods is
patented by Iberlein enc Co. Wituil, Switzerland. It need not be

tmt o particular sct of firs proc‘zuce'only such products. What is
crucial is that certain firis are increasingly concentrating on the

productiorn of sucii products as nart of a projram:e of diversificationg

W, firt ey sell in e variety cof Cifferent :arkets even thousn it

has only cre vroduction base. Mitkets fre. this noint of view are,
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gonvenimtly clasgified according to tie kind of buy:rs they
serve, since scnc of the nost important opportunities for diversi-
fication arise as a result of the relation botween the firm and
its customers. Each group of customaers which the firm hopes to
influance by the sane salcs ~rogranne is calle” a "rarket area',
regardless of the nuiber of products so0ld to tlat group.' Edith
T. panrase The Theory of the Growth of tac Fim, Basil Blackwell,
Qeford, 1968, p.11C.

15/ "Trends in the Finances of the Cotton Textile Industry®, Reserve
Bank of India Bulletin, January, 1577.

1§/ "L very fow of the cléer and largor firms in the cconony have con-

tinued %o produce the saine typce of product throughout thicir lifetinc,

even when the dumarnd for that profuct has risen substantizlly ove.
that period. Consersely, whero <Ceoand for the ong:mal products has
fallor or disappcared, firms have still continued to cxpanc. The
growth of almost all large firws has been accoipenicd _b_y__f}__z;:;_reach—
ing changes in tre couposition of the 'denayd!. which the fim has

considcered relovant for its opurations. E.T. Ponrose, op.cit. p.83.
17/ For a couplete discussich of the ccononics of diversification see,

E.T. Penrosc, cp.cit. chapter VIL,

18/ Sce K. Hazari, The Corporate Private 3 ctor, Concentration, Qwncl-
ship and Contrel , Asia Publisling House, 1967, p.306.

1 The Wational Productivity Cowrcil in its study on the textile
industry has estimated that 'on the average , whilec spindles are
worked abt 75 per cent utilisation during the years betwoen 1550
and 1974, looas registered a still lower utilisation ratio,
about 68 px cent during the saio period. Sce, Netional Productivit:

Council, op.cit, pp.27-28.

The assunption being wmde here is that arterprises lave some con-

Ei .

ception of 'norizl' cepacity utili mtion. When utilisation falls
below this leval there would be a tendency to restore the normal
lovel of utilisation by increasing thicir .iarket share through

price or quality coimutition. For a discussion of the necharisn
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by wiici the supply side adjusts to shifts in demand in.a coipeti-
tive industry, see Steindl,. op.cit., Chapter V., However, Steindl
assunes that no investrent takes place outcide the industry - an

assunption that cbviously does not hold in our case.

21/These figures are cuiculated Jron the indices of wholesale prices
of raw cotton, coctton yam and cotton manufactures and the data on

wages available in the IBI Bulletinfvarious issues), the .3I

KReports on_Currency and Finance and the ICMF Journal, Jamary 1977.

27 See Economic Times, Fomlay, We@nescay, April 5, 1978.

'2) See Salter, op.cit. p,83.

24/ See Salter op.cit, for a discussion of the importence of zross in-
vestment in the detemination cf the delay in the introduction of
new techniques.

25/ The IBI studies on the finances of the mediun and large Public
Limited Companies, have incrcased in coverage over time., However,
data for five year irtervals, frorm 1950-51 lave t:ic sae coveiage..
The cdata used here are tzken {on:

a) For 1950-51 to 1960-61 - _sserve Bark of India: Finencial Stati
stics of Joint Stock Compenies, 1950-51 tc 1947--65, GBI Borbay,
b) For 1660-61 to 1976-71 - ..eserve Bank «  India: Financial
Statistics of Joint Stock Companies, 196C-61_to 1970-71, Boubay,
c) For 170-71 to 1974-T5 - ' cserve Bank of India: Financial
Stetistics ¢ Jeinh Steck C¢papies in India, 197071 to
1 -2\75:-720 '

26/ Figu.cs obtained fron Jational Productivity Council, op.cit.
Tables, 1.6 and 1.7 pp.16-17.

Ry Ministry of Counerce, Governient of India, cpoit of Study Group
on Handloomg,New Delhi, p.48.

28/ Figures obtained from “Handbooc of Statistics on Cotton Textile
Industry,"I.C.M.F. Borbay 1475, Table 2, p.14.

2%/ The figures for 1¢51 are obtainod fron Ministry of Commerc: and
Industry, u.eport of the Workingz Party for the Cotton Textile Indust:
GOI Press, Simla 1973. Thoce for 1973 are fronm Ministry of Indu-
strial Developnient, Governnent of India, Guidelines for Industrins,
1673=74, quoted in MNational Productivity Council op.cit.
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S.M. Kansal, "Chanzes in Value added per person in selected
Industries in Ird ja:1946-69, Economic and Scientific lesearch
Foundation, New Delhi, 1975,

See Mridul Fapen, gp,cit. pp.22-24

Under clause (3) of the Textile Comiissioner's Notification with
regard to the reservation of production for the decentralised

sector, a naximun lindit has been placed on the quantity of dhoties
and sarees that can be producedby nill, the linit being 1207 of

the quantity produced durin; the year 1663 or 1965 or 1¢66. However,
the production of dhoties in the mill sector which was 404 nillion
netres in 1960 has progressively gone down and in 1576 it stands

at 162 nmillion netres, includin; about 104 nillion netres of con-
trolled diwties which are outside the quota. Similarly, the production
of sarces has fallen fron 480 1dillion netres in 196C to 66 :dllion
netres in 1976, indluding 47 million netres of controlled sarees
which are outside the quota. This possibly because of the iLirability
of the nill sector to compete with the decentralised sector in the
production of these types of fabrics. See Econonic Tines, Jure 1,
1578, Boubay.

The coarse nan-made yarns ancd fibres can be woven on cotton loomns

of nodern types; for the fincr yarns, nocified cotton loons or

or silk looms are required., See Dharma Kumar "Import Subsiitution

in the Indian Textile Industry,? din Dharma Kuiar, et. al.

Regource ﬂ,lg‘ggja‘ on_in the Cotton Textile Industry, Im titute of
Econoric Growth, Delhi, 1965, p.8, fn.1, Iproved Processirg obviously

requires e w equipnent.

*
Lank Correlation Cogefficients between Selected Variables  for
25 conpanies: '
Kate of growth of gross fixed assets
ard rate of growth of net sales : 0.6

Rate of Growth of gross fixed assetf )
a

and mate of growth of ;ross profits 0.62

Notes: *The Variables here are the rates of growth of the concerned

itens for a § year period with tho base and final values beirn
the 3 year avernge for the years 1964-66 amd 1¢73-75.

(a)This relates only to 23 firms as two have been onitted for
reasons provided below.
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For the relationship between tle rate of growih of gross fixec
assets and the rate of grovth cf profitability we have mnitted two
of the fims froa the sample as exceptional cases, viz. The
Hermlatha Textiles Limit ed and the Mbradabad Spimninzy and Jeaving
Mills, Linited, The fcrmer has been ornitted because of a rather
disml performance in the yca: (Gf4-65 as & resuit of wlich the
three year base 1964-66, used far calculating growth rates falls
substantially leading to very "igh growth rate of proiits (24.3‘;‘
percent ). Thus if we teke the average of 1063-C4 and 1565-66 the
growth rate of p.ofits falls i 50 per cent. As for the Moradabad
Mills, the company reswied operction in Januvary 1987 after suspend-
ing nanufacturing activity fer i3 years, w.ich resultec in a nced to
sustain hizh rates cf investint to replace, ol rchi ery, buy
new naclinery stc. Further, ti: coipany sc’ up a cold storage in
1660 which went into full cperction in 1965 reising puofits.
Fina1ly, 1975 was an extre:ely bad year for the Mills. A1l this
resulted in a situwition where t'e rate of srorth of Investnent

was hi;:h but tho race of growtii of profits were on the lawer sicde

because of a high hase value nnd low cnd period value. On the
other, if onec looks at tle levcl of profits it wes distinctly
hizher in 1970-75, vien couparadto 1964-05.

Tank forrelation Coefficients betweon Selected Variables for 24
Conpanies :

Tete of grovth of gross fixed wssets 1654-75 and
the averarse profit nargin for .he period 1964-6S: €.23

Late of growth of gross fixed assets 1964-65 and
the average profit margin for 'he period 1970-75-  0.56

Note:~ One coipany was oritte’ as the profit data is not available
for the periold 1970-75.
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3§/ Since the product mix of individwal firms arc taken from the Stock

Bxchange Directory whicl does not provide any clear indication

of the nature of the products or the quantun of each product produ~
ced, thore.would hecessarily be some overlap especially in tqe case -
of firms falling in rcws (2) 'J.nd (3) of Table IX.

The Stock Bxchange Official Directo the Stock FExchange Foundatic .
ge IY, | K uneatle

~ Boubay, Volunes 7 and 6.

38/ "Where raw nmaterials or conponents are a laige alenent in total

" costs, savings in buying costs iay be rore important for achieving

g c
low costs than the processing of these materials in a plant of
minimm efficient scale.®  Sce Aubrey Silberston "Economies of

- Scale in Theory and Practice'. in Leslie Wagnei‘ and Nikos Baltazzi:
(ed.) leadings in Applied Micro Econoiiics, Clarenden Press, Oxfor:.

1973.

39/ Ministry of Commerce, Gove.mment of India, Leport of the Coiwxdttee

appointed by tiue iinistry of Comerce to je_into the present rela-

tionship botween prices of Kapas, millgate prices of cotton and
prices of yarm/cloth, 1576.

LY For a discussion on the econcmies of Size see iI.T. Penrose, op.cit.

pp.85-99.
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